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AMENDMENT OF ASSESSMENTS 

In Resch v. F.C. of T. (1941-2) 2 A.L.T.R. 231, a notice of assess- 
ment was posted to the taxpayer on April 15, 1931, and it was received 
by him on April 16, 1931. It bore a statement: “This tax may be paid 
without fine up to June 17, 1931.” On June 15, 1934, a notice of amended 
assessment was posted to the taxpayer and it was received by him on 
June 16, 1934. The taxpayer claimed that the amended assessment was 
out of time. 

The amended assessment was issued under s. 37 (1A) (c) of the 
Commonwealth Act of 1922-1930, which provided that an alteration in 
or an addition to an assessment may be made within three years from 
the date when the tax payable on the assessment was originally due and 
payable. Section 54 (1) of the above-mentioned Act provided that 
income tax shall be due and payable sixty days after service by post of 
a notice of assessment. Service by post is defined by s. 29 of the Acts 
Interpretation Act and, under that definition, sixty days would begin 
from April 16, 1931. “I take it that the first day would be excluded 
and the last included, so that tax would become payable on June 15, 
1931, that is if it were not for the time named in the assessment (June 
17, 1931). But section 55 (a) empowers the Commissioner to extend 
the time for payment as he considers the circumstances warrant. 
Probably in naming June 17, 1931, as the time upon which tax would 
become payable without penalty, the Commissioner was actuated by 
the desire to fix a specific time more than sixty days after the probable 
date of delivery of the assessment by the post, so that there would be 
— certain, known to both him and the taxpayer, for the payment of 
the tax. 

“Under s. 37 (1A) a limitation of time is imposed upon the power 
of the Commissioner to amend an assessment. The limitation, so far 
as material to this case, requires that an alteration in or addition to an 
assessment shall be made within three years from the date when the 
tax payable on the assessment was originally due and payable. The 
power of the Commissioner under s. 37 (1) to amend an assessment is 
subject to a proviso that every alteration or addition which has the effect 
of imposing any fresh liability or increasing any existing liability shall 
be notified to the taxpayer affected. The amendment by which the 
distribution in the winding-up was included in the appellant’s assess- 
ment may have been made before June 15, 1934, but it was not until 
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that date that the Commissioner of Taxation caused notice of that 
amendment to be posted to the appellant. The notice of amended assess- 
ment was dated June 15, 1934, and was received through the post on 
June 16, 1934. The appellant objects that the three years within which 
the Commissioner might exercise his power of alteration expired before 
the amendment was in fact made. He contends that the amendment was 
not ‘made’ until he was notified, and that the three years ran, not from 
June 17, 1931, the date mentioned in the notice of assessment, but from 
June 15, 1931, sixty days from the receipt of the original assessment. 
I am not prepared to decide that the alteration or addition constituting 
the amendment was not ‘made’ within the meaning of s. 37 on June 15, 
1934, when the notice of amended assessment was made out and signed, 
notification being a distinct and subsequent act. But however that may 
be, I think the tax was originally due and payable on, and not before, 
June 17, 1931, the date named by the Commissioner. It appears to me 
that he exercised the power given to him by s. 55 of extending the time 
for payment as he considered the circumstances warranted it. That 
power resided in him at the time when he made the original assessment, 
and there is nothing in the section to support the view that his power 
arises only after an assessment has been made and served by post. The 
desire to fix a day so as to obtain complete certainty is a reason which is 
not foreign to the discretion given to the Commissioner by s. 55. I am 
therefore of opinion that the amended assessment was made within due 
time,” per Dixon J. 

The following is an extract from the judgment of Starke J.: “The 
amended assessment was made on June 15, 1934, though notice of it 
was not served until June 16, 1934. But the relevant provision of the 
Act (s. 37) is that an alteration or addition to an assessment may be 
made within three years from the date when the tax payable on the 
assessment was originally due and payable. It was contended, however, 
that the amendment was not made until it was notified, that is, on 
June 16, 1934. But notification was not essential to the making of the 
amended assessment, though it was for determining when the tax was 
payable (s. 54). If this view be wrong, still I think the Commissioner 
extended the time for payment until June 17, 1931, and the amended 
assessment was made and notified within three years of that date.” 

Rich A.C.J. arrived at the same conclusion, viz., that the amended 
assessment was not out of time, on the simple ground that the time at 
which the original tax was payable within the meaning of s. 37 (1A) 
was June 17, 1931; i.e., the day stated at the foot of the original notice 
of assessment. 





DAMAGES RECEIVED FOR BREACH OF CONTRACT 


Whether Profits of Trade 


The respondent company carried on the business of theatrical agents 
and producers of plays. Under an agreement it purchased for £1,000 
the production of a play “Cavalcade,” which had been performed in the 
West End of London, including the scenery, properties and costumes, 
and was granted the sole licence to perform the play anywhere in the 
United Kingdom (except in the West End) for a period of five years 
on payment of (a) a royalty based on gross weekly receipts and (b) a 
further royalty based on the net profits on each tour of the play, on 
account of which a sum of £2,500 (no part of which was to be returnable 
in any event) was to be paid before taking delivery of the production. 
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The agreement provided that no film of the play should be made or 
done in the territory over which the licence extended except by mutual 
agreement and contract signed by each of the parties to the agreement 
and the author of the play, Mr. N. Coward. In fact, the motion picture 
rights in the play had already been sold and a film based on it was 
extensively shown in the United Kingdom during the currency of the 
licence. The respondent company accordingly commenced an action 
against the licensors, and was awarded substantial damages for breach 
of contract. 

On appeal against an assessment to English Income Tax which 
included the sum so received the company contended that the said sum 
was a capital receipt and was not a taxable profit of its trade. 

Held, that the measure of the damages was the company’s loss of 
profit and that the damages were properly included in the computation 
of the company’s profits for income tax purposes. Vaughan v. Archie 
Parnell & Alfred Zeitlin Ltd. (1940) 23 Tax Cas. 505. “In my opinion 
the nature of the respondent company’s business is such that the acqui- 
sition of the licence to produce plays is an ordinary incident of their 
business and that the acquisition of each licence to produce a particular 
play does not constitute that licence a capital asset, but is merely the 
acquisition of their stock-in-trade, and anything that is paid for such 
a licence in an ordinary case is properly debitable against the profits of 
the production of that play; and in this particular case no money was 
liable to be paid for the licence. The sum of money which Eve J. 
awarded was damages for breach of contract, and the measure of those 
damages was really loss of profit which the respondent company suffered 
by the breach of contract by Mr. Cochran and Theatre Royal (Drury 
Lane) Ltd.,” per Lawrence J., at pp. 512-3. 





PURCHASE OF RETIRING OR DECEASED PARTNER’S INTEREST IN 
PARTNERSHIP 


The following are two interesting decisions—one by the English High 
Court and the other by the Scottish Court of Session—concerning pay- 
ments in respect of a retiring or deceased partner’s interest in a partner- 
ship : 


Purchase of deceased partner's share—consideration to be sum equal to 
half the profits for three subsequent years 


Under a partnership agreement made between the two respondents 
and two other persons it was provided that in the event of the death 
of any partner the share of the deceased partner should be purchased by 
the surviving partners (failing agreement with the personal representa- 
tives of the deceased partner) for a sum equal to one-half of the share 
of profits for three years commencing from the first day of the month 
immediately following the death of such partner which would have 
been payable to such deceased partner had he continued to be a partner 
during the said period of three years. It was also provided that the 
auditor’s decision should be conclusive as to the amount payable and 
that no payment on account of the purchase money should be required 
until the same should have been actually ascertained unless the remain- 
ing partners were willing to make payments on account thereof. A 
partner having died, the surviving partners during the first two years 
alter his death paid to his personal representatives sums equal to one- 
half of the share of profits which the deceased partners would have 
received during those two years. Held, by the English High Court, that 
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on the construction of the partnership deed the sum payable was a lump 
sum to be paid at the end of three years, and that the lump sum so 
payable was capital and was not a valid deduction in computing the 
total incomes of the surviving partners (/.R. Comrs. v. Ledgard: Same 
v. Pyman [1937] 2 All E.R. 492) ; 21 Tax Cas. 129. 


Purchase of retiring partner's share—consideration to be sum equal to 
one-fourteenth of profits for each of three subsequent years 


In 1934 one of the members of the firm of which the respondent 
was a member became seriously ill and was unable to attend to the 
partnership business. In the absence of a provision for retirement in 
the partnership deed, an agreement was concluded in January, 1937, 
under which the partner retired as at December 31, 1936, and “in full 
settlement of his whole share . . . in the capital, assets and profits of 
the business” he was to be paid, inter alia, “a sum equal to one-fourteenth 
part of the net profits of the business for the three years ending Decem- 
ber 31, 1937, 1938 and 1939, under deduction of income tax.” Held, by 
the Scottish Court of Session, that respondent’s share of the payment 
representing one-fourteenth of the profits for year ended December 31, 
1937, was an income payment and was, therefore, a valid deduction in 
computing his total income. /.R. Comrs. v. Hogarth (1940) 23 Tax 
Cas. 491. 

The following extracts from the judgment of the Lord President 
explain the difference between the two decisions: 

“Now, there is a clear difference between a provision that the out- 
going partner should receive a sum equal to one-fourteenth part of the 
net profits of the business for the three years ending 31st December, 
1939, and a provision that he should get a sum equal to one-fourteenth 
part of the net profits of the business for the three years ending 31st 
December, 1937, 1938 and 1939. If the bargain was merely concerned 
with the profits for three years ending on the last day of the last of the 
three years then the profits would have fallen to be treated in globo or 
collectively, but when it names each of the three separate years then 
I think we are dealing with the profits of three separate years distribu- 
tively, and accordingly upon the terms of the document the outgoing 
partner was entitled to the profits of each of these three years, if any, 
as they were ascertained. .. .” 

“The other case is Commissioners of Inland Revenue v. Ledgard. It 
resembles the present case in this respect, that it was a transaction 
between an outgoing partner and the remaining partners in a firm. But 
although it has that resemblance, yet the whole matter was dealt with 
on a different footing from the footing on which the partners proceeded 
in the present case; for there the partnership deed contained a provision 
that when a partner was going out of the firm the purchase money for 
the share of a deceased partner should be such sum as his personal 
representatives and surviving partners might agree upon and _ failing 
agreement a sum equal to one-half of the share of profits for three 
years commencing from the first day of the month immediately follow- 
ing the death of such partner which would have been payable to such 
deceased partner had he continued to be a partner during these three 
years. Accordingly there again it was typically a vendor and purchaser 
agreement for an asset and although the sum to be paid was to be 
measured by the fluctuating profits of three years it was nevertheless 
the price for that asset. I think that that is an important difference 
when the circumstances of the present case are compared. Again, in 
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Ledgard’s case, there was no express stipulation for the deduction of 
income tax, though in fact it appears that income tax was, rightly or 
wrongly, deducted. And, lastly, in Ledgard’s case, the learned judge 
who decided it held on the construction of the agreement that the sum 
payable was a single sum payable at the end of the three years, though 
in fact the parties had made annual payments.” 





Trust Estates 
Income derived prior to ascertainment of residue 


A testator left the residue of his estate to an exempt charitable insti- 
tution. The will was contested and about two years elapsed before a 
distribution of the estate investments was made to the institution, which 
claimed repayment of United Kingdom income tax deducted at the 
source from income received by the executors prior to distribution. 
Held, by the House of Lords (The King v. Special Commissioners of 
Income Tax (ex parte Dr. Barnardo’s Homes) (1919-1921) 7 Tax 
Cas. 646), that the institution was not entitled to the repayment because, 
prior to the ascertainment of the residue, the institution as residuary 
legatee had no interest in the testator’s property; the taxed income of 
the estate prior to such ascertainment was income of the executors and 
it was not received by them as trustees on behalf of the institution. 

A testator left the residue of his estate to the Governors of the Lon- 
don Hospital as trustees on trust to apply the income for the benefit 
of an exempt charitable society. The residuary account was made up 
as at August 31, 1919, but no investments were transferred to the 
trustees until July, 1920. Before the latter date certain payments out of 
income had been made to the trustees, and the Society claimed repay- 
ment of income tax in respect of those payments. The Commissioners 
of Inland Revenue refused the claim in so far as it related to income 
of the residuary estate received prior to August 31, 1919, and this 
decision was upheld by the English High Court (The Marie Celeste 
Society v. ILR. Comrs. (1926) 11 Tax Cas. 226): 

Under the will of her father, who died on April 22, 1934, the appel- 
lant’s wife was entitled to a life interest in a share of his residuary 
estate. The executors made up a balance sheet and income account as 
at April 5, 1935, in which appeared a large sum credited to the appel- 
lant’s wife (part of which had been paid to her), but the residuary 
account of the estate could not be made up until May 7, 1935. On appeal 
against an assessment to United Kingdom surtax for the year 1934-35 
which included the amount so credited, with an appropriate addition 
for income tax, the appellant contended that prior to the ascertainment 
of the residue of the testator’s estate no income within the meaning of 
the United Kingdom Income Tax Acts arose to his wife from the estate 
and that no part of the sum credited was received by his wife as income. 
Held, by the English Court of Appeal, that the appellant was not assess- 
able to surtax in respect of any part of the sum in question. The King 
v. Special Commissioners of Income Tax (ex parte Dr. Barnardo's 
Homes), applied, and Marie Celeste Society v. Commissioners of Inland 
Revenue, 226, approved. Corbett v.1.R. Comrs. (1937) 21 Tax Cas. 449. 

The following are extracts from the judgment of the Master of the 
Rolls in Corbett’s case: 

At p. 459: “ ‘Since the case of Barnardo v. Commissioners of Inland 
Revenue,’ says Lord Buckmaster” (in J.R. Comrs. v. Wahl (1931- 
33) 17 Tax Cas., at p. 759), “‘. . . it has been clearly established 
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that the accumulation of income arising from a residuary estate 
before the appropriation of that estate to the residuary legatees 
does not cause such income to be regarded as the income of the 
beneficiary on its ultimate receipt by him and, therefore, where, as 
in that case, the beneficiary was a charitable institution, they are 
not entitled to a return of the sums which have been deducted by 
way of tax from the income at its source.’ ” 

At p. 459: “It appears to me that the case” (Barnardo’s case) “lays 
down a general proposition applicable to all cases of residue which 
is being ascertained and which cannot be ascertained until the 
administration is complete.” 

At p. 460: “Lord Finlay says this, on page 668 of 7 Tax Cas.” (i.e., 
in Barnardo’s case): .. . “ ‘What was ultimately paid over on the 
close of the administration was the share of the whole estate, con- 
sisting of capital and accumulated income which fell to the charity. 
The executors, not the charity, were the recipients of this income, 
and there is no relation back in the case of the bequest of a 
residue. If no right of deduction at the source had existed it is 
the executors and the executors only who could have been made 
liable for the tax.’ Pausing there for a moment, the language of 
Lord Finlay is, in my opinion, just as applicable to the case where 
the residue is settled as to the case where the residue is not settled. 
In neither case are the executors trustees; in neither case is the 
income the income of anybody but the executors; in each case the 
executors and not the beneficiaries are the recipients of the income, 
and there is no relation back; in each case, if no right of deduction 
at the source had existed, it is the executors and the executors only 
who could have been made liable for the tax.” 

At p. 463: “. .. . during the period of administration, the income is 
the executors’ income and nobody else’s . . . . the residue does not 
exist until the estate is cleared. The tenant for life, accordingly, 
was not entitled to any income of that non-existent thing.” 


As pointed out by the Board of Review in the undermentioned case, 
the decision in Corbett’s case makes it clear that there is no distinction 
between the amount credited or paid at or as at the conclusion of the 
administration in respect of income accruing from date of death and 
payments made on account of that amount in the course of the 
administration. 

The Board of Review has recently decided on a set of facts similar 
to those in Corbett’s case, that the above-mentioned English decisions 
are applicable under Division 6 of Part III of the Commonwealth 
Income Tax Assessment Act, 1936-1941, and has held, accordingly, 
that the income of a testate estate prior to the ascertainment of the 
residue is .ncome of the executors and assessable as such, and is not, 
therefore, income to which a residuary life tenant and another person 
entitled to a share in the income of the residuary estate are presently 
entitled, notwithstanding that when the residue is ascertained they are 
entitled to receive amounts equal to that income, and that those amounts 
were wholly or partly advanced to them during the period of administra- 
tion (not yet reported). “Corbett’s case is remarkably similar to the 
present case and, in our opinion, it provides very clear authority for the 
proposition submitted on behalf of the Commissioner... .” After 
reciting the above-mentioned and other extracts from the judgment in 
that case, the Board went on to say: 
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“The decision in Corbett’s case rests upon a general principle which 
had been clearly stated in previous cases. The principle is that every- 
thing which is, under the general law, income arising during the 
administration of a testate estate is the executors’ income and nobody 
else’s and, therefore, cannot be income to which any beneficiary ts 
presently entitled.” 

“In our opinion, .... the general principle referred to applies for 
the purpose of determining the matter now before the Board. In 
Pagels v. MacDonald (54 C.L.R. at p. 526) Latham, C.J., said: 

“*When the executor becomes a trustee of ascertained property, the 
beneficiaries then become owners of equitable interests in that property. 
Thus, a beneficiary under a will does not, by reason of the will alone, 
obtain any title, legal or equitable, to any such asset forming part of 
the testator’s estate. When he does obtain a title, he obtains it as a 
result of the administration of the estate of the testator according to 
law and in accordance with the dispositions of the will.’ 

“This dictum alone appears to be sufficient to dispose of the claim 
made by taxpayer’s representative that the testator’s will conferred 
upon the two beneficiaries any title to the income in question. It was 
based upon an examination of Lord Sudely v. Attorney-General (1897) 
A.C. 11 (which was followed in Barnardo’s case) and of certain 
Victorian enactments which are not materially different from enactments 
in force in other States. Although it speaks of the assets of the 
testator’s estate, it necessarily has equal application to income accruing 
from those assets. The cases cited are sufficient to establish beyond 
doubt that the income in question is assessable to the trustees under 
Section 99. It is, of course, a corollary to this that the beneficiaries 
are not assessable under Section 97 in respect of that income.” 





ACCRUED INTEREST TO DaTE oF DEATH 


The appellant, the executor of a deceased person who was resident 
in Guernsey, was himself resident in the United Kingdom. The trustees 
of certain settlements of which the deceased was life tenant were resident 
and domiciled in Guernsey. The persons entitled under the settlements 
on the death of the life tenant were resident in the United Kingdom. 
Interest on Government securities (not subject to United Kingdom 
income tax if derived by a non-resident) received by the trustees after 
the date of death of the deceased was apportioned by them and the 
amount appropriate to the period up to the date of death was paid 
over to the appellant. On appeal against an assessment under the 
English Act made upon the appellant on the sum so received by him, 
he contended that under the law of Guernsey there were no provisions 
comparable with the English Apportionment Act, 1870, and that he 
neither received nor was entitled to receive the said sum as income. 
Held, that for income tax purposes the apportioned interest was income 
of the appellant as executor, and that it was assessable in his hands. 
I.R. Comrs. v. Henderson’s Executors (1931) 16 T.C. 282, followed. 
(Wood v. Owen (1940) 23 Tax Cas. 541). 

“I confess I should have thought that it might be argued that the 
provisions of General Rule 18 would have produced a different result, 
and that it might be said that the assessment in respect of profits or 
gains which accrued to the executor in respect of a period before the 
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death of the testator could only be made where the testator was 
chargeable to tax. I should have thought that it might have been said 
that the interest in this case did, by the doctrine of apportionment, or 
by the Apportionment Act, accrue within the meaning of that rule to 
the testator. But that was not the view of the Court of Session, and I 
therefore feel myself bound by the decision in Henderson’s Executors’ 
case to hold that the executor in this case is not entitled to claim any 
exemption from tax which attaches to his estate, and having received 
the income, he is bound to pay income tax upon it,” per Lawrence, J., 
at p. 546. 


NATIONAL SEcuRITY (VALUES FOR LAND Tax) REGULATIONS 
The following is a summary of the important regulations contained 


in Commonwealth Statutory Rules, 1942, No. 128, published in the 
Commonwealth Gazette on March 13, 1942: 


(1) Values for purposes of Commonwealth Land Tax are pegged 
at the values assessed in respect of the financial year beginning 
on July 1, 1939 (that is, in respect of land owned as at June 30, 
1939) ; 

(2) The regulations apply to all assessments of land tax issued after 
March 13, 1942 (commencement of regulations) in respect of 
the financial year beginning on July 1, 1940 (that is, on land 
owned as at June 30, 1940) and of each financial year thereafter ; 

(3) The assessments to which these regulations apply may be 
tentative only and are subject to amendment when the value of 
any area of land or of any interest in land is varied in such 
manner as the Parliament may prescribe in respect of any 
financial year ; 

(4) Where the value of any land was not assessed in respect of the 
financial year beginning on July 1, 1939, the value of such land 
as at June 30, 1939, shall be determined in accordance with the 
provisions of the Land Tax Assessment Act, 1910-1940; 

(5) Where no change has taken place, a taxpayer who has furnished 
a full and complete return in respect of land owned by him at 
June 30, 1941, need not, unless required by the Commissioner, 
furnish a return in respect of the land owned by him on June 30, 
1942, or any subsequent June 30 on which these regulations are 
in force; 

(6) Where a taxpayer, after June 30, 1941, has become, or ceased to 
be, the owner of any land he shall, on or before the next 
following July 31, furnish to the Commissioner a full and 
complete return of that land. 

The object of the above regulations is to postpone the revaluations 

of land required to be made for purposes of the Land Tax Assessment 
Act, 1910-1940, owing to the present acute shortage of manpower. 
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Cost Control in Industry 
By Lesitie W. IRWIN, A.F.I.A., A.A.LS., A.C.A.A. 


The event of war by bringing about the organisation of industry in 
this country upon a war production basis has not been without its 
beneficial results. The control exercised by the Government, through 
the medium of the Contracts Board, Departments of Supply and Develop- 
ment, and Munitions, has made the accurate keeping of costs imperative. 

Conditions exist in industry that are very difficult to reproduce in 
peace time—plant is working to capacity, and labour is being used 
full-time, in many cases 24 hours a day. The allowance to be provided 
for idle time and burden is minute. The calculations of profit and loss 
may be erroneously compiled if the proper system of accounting is not 
employed. The most modern methods of cost accounting should be used. 

Valuable lessons may be learnt from the data being gathered to-day, 
and these figures may be utilised during the future peace which will 
prevail upon the termination of hostilities. Only by the adequate 
control of costs can the maximum efficiency be obtained. 


Primary ELEMENTS IN PRODUCTION 


The manufacture of an article of commerce, be it guns, ships, toys 
or spoons, is primarily the process of changing matter into a different 
form. It requires the organisation of existing facilities in such a manner 
that all sections are co-related in order to produce the article required. 

The supply of raw materials is essential; the training of men must 
be undertaken and their services utilised to the best advantage. 
Organisation is necessary to provide machines for material to be 
handled. The accountant and executive, from their places in the general 
scheme, consider production as utilising material, labour, and expense 
as the three principal factors. 

Continual study, research, and experimenting has developed methods 
of control which provide the most efficiency. Recent years have fostered 
the control of costs through the medium of delegated responsibility. 
This has occurred with the growth in size of individual organisation. 
The system outlined in this article places the responsibility for efficiency 
and control of waste upon individuals, but it does not expect these 
officials to be responsible for the control of costs which are incurred by 
factors outside their control. 

Fixed expenses arise as the result of the decisions of the management. 
For instance, every decision to purchase new machinery is the result 
of considering which serves the entrepreneur best: the incurring of 
fixed expense, or the limitation of production which variable expense 
may exercise. Thus it appears unfair that those responsible for pro- 
duction, e.g., foremen, production managers, or department managers, 
should be held responsible for the fixed type of expense. Their primary 
responsibility is to eliminate waste and utilise efficiently the variable 
factors available. 

By fixed expenses, in this article, is not meant that type of expense 
which will be incurred if the factory shut down, e.g., watchmen’s wages ; 
this type of cost could be better designated “constant costs.” 


Tue Account CLASSIFICATION 
While costs arise from the three elements, e.g., materials, labour, and 
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expense, the necessary control cannot be exercised by classification into 
these groups. Recognition has been given to the broad grouping into: 
Fixed Costs: arising out of the installation of machinery, 
and 
Variable Costs: arising and varying out of the volume of production. 

{t is the latter type of cost that management seeks to control. 

The hypothetical organisation, in which I am interested and am going 
to describe, has three departments—Department A: Manufacturing, 
Department B: Packing, and Service Department C: Boiler House and 
Steam. 

The old Trading, and Profit and Loss Statement appeared as under: 


Trading Statement 


Stock—Raw Materials at start 
Purchases 
Freight and Cartage In 
Less Stock Raw Materials at end 
Total £ 
Add Stock Work in progress 
Less Stock Work in progress 





Cost Raw Materia! used £ 
Labour—Direct 
Indirect 
Total Labour £ 
Expense: 
Fuel, Gas, etc. 
Water 
Repairs 
Depreciation 
Insurance 
Other Items 
Total Expense £ 





Cost Goods Manufactured £ 
Plus or Minus Finished Goods Inventory £ 





Units Produced....... Unit Cost £ 


The Profit and Loss Account followed the traditional style. 

The primary step was the re-classification of the accounts by 
segregating each item according to its nature, whether fixed or variable. 
Materials, although strictly variable in their nature, were separated, 
because two factors operate in any variation that may occur. The first 
factor, price differences, and the second factor, usage, are present 
always in any measurement that may be undertaken, and as the pro- 
duction personnel cannot be held responsible for any variation in price, 
it is better that this item be controlled under a separate functional 
classification. 

Every item cannot be classified within these two main divisions, as 
certain expenses vary with volume but not in proportion thereto. These 
are known as semi-variable expenses and the component parts require 
to be broken up into these divisions. This may be done by ascertaining 
the fixed portion, and the variation with volume of the variable part. 
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Graphs and the semi-average method are most practical for this purpose. 
Items of this nature will appear under both Fixed and Variable 
divisions in the chart of accounts. Telephone expenses furnish an 
example of where the component parts are segregated and may be posted 
to the two divisions. 

The chart of accounts (Figure I) illustrates the divisions of the 
expense items, together with account numbers. 











Ficure I 
CHART OF ACCOUNTS 
MATERIALS FIXED EXPENSE VARIABLE EXPENSE 
Department “A”—MANUFACTURING _ 
M.1. Raw Materials F.1. Supervision V.1. Labour 
Mll. Wood F.2. Rent Vil. Direct 
M12. Asbestos F.3. Insurance V12. Indirect 
M13. Tin F31. W. Comp. V13. Miscellany 
M14. Chemicals F32. Fire V.2. Light, Heat and 
M15. Paper F.4. Taxes Power 
F41. Payroll V21. Light and Heat 
F42. Rates V22. Steam 
F.5. Depreciation V.3. Repairs 
F51. Buildings V.4. Supplies 
F52. Machinery V.5. Sundry Expenses 
Department “B”—P ACKING | 
M.1. Raw Materials F.1. etc. as in Dept. “A” | V.1. as in Dept. “A” 
M15. Paper 
M16. Cases 





Department “C”—STEAM AND BOILER HOUSE 
M.1. Raw Materials 





M17. Water F.1. ‘etc. as in Dept. “A” | V.1. as in Dept. “A” 
M18. Coal (with the exception 
M19. Wood (Fire) of account V22) 
Department “D”—ADMINISTRATIVE AND SELLING 
F.6. Salaries V.7. Commission Sales 
F6l. Executive V.8. Freight out 
F62. Office V.9. Stationery 
F.7. Legal Expenses V.10. Telephone (calls) 
F.8& Accounting 


penses 
F.9. Advertising 
F.10. Telephone (rent 
only ) 











The accounts are subdivided according to departments, and the same 
account numbers will appear in each department for the same expense 
item; for instance, F1, Supervision, will appear in both Departments A 
and B, being a fixed expense which may be applicable to either depart- 
ment. For further illustrative purposes, the classification includes that 
of Department D—Selling and Administrative Expenses. 

This latter department belongs to the Profit and Loss Account, but 
its classification in a similar manner will also promote efficiency over 
the variable items of expense. This function may, in an organisation 
where distribution is a principal rather than a subsidiary function, 
assume equal importance as production. 
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Tue Cost SHEETS 


The necessary sheets for the collection of costs are arranged depart- 
mentally, and Figure II illustrates the sheet necessary for Department 
C—Steam and Boiler House. This department supplies steam to the 
machinery and buildings. Meters measure the flow of steam to these 
parts, and the unit used is the “Ibs. of steam generated.” 

































































FicureE II 
Period : 
“Steam” I iitisntitiintassteicinesasaiinss 
COST SHEET 
iciiencnianeinmnins 
Act. | Std. Act. | Std. 
MATERIALS : FIXED Expenses : 
Water .. .. Ibs. Supervision .. 
Coal ia .. tons Rent .. 
Firewood ia, =e Insurance : 
Total .. W. Comp. 
VARIABLE : Fire 
Labour : Taxes : 
Direct ee a Payroll 
Indirect 7 vs Rates 
Light, Heat, etc. : Depreciation : 
Light ‘a a Buildings .. 
Repairs oe ae Machinery 
Supplies oe 
Sundries ae 
Total 
Total Mat. and Var. sil Total Fixed Exes. 
DISTRIBUTION 
Fixed Variable 
Dept. Buildings Power Buildings Power Total 
1 
2 
Total 
Data: Buildings : c. Capacity. 
Machinery : H. Power capacity. 





At the bottom of the Cost Sheet, particulars of the distribution are 
noted and a compact record maintained. A feature of this part is the 
allocation of the volume used. Buildings, as far as steam used, is 
considered upon a variable basis and distributed according to use. If 
thought desirable a proportion of the fixed expense may be allocated 
over the buildings, based upon the cubic capacity. 

Where steam is used for power, distribution could be made with fixed 
expense allocated upon the capacity production of the plant, and variable 
expenses allocated on the basis of usage. The principle of this method 
is based upon the assumption that fixed expenses arise out of total 
capacity and not upon usage. 
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In service departments, material which is a true variable item is 


included in the total expense and distributed on this basis. 


For 


efficiency and comparison purposes, the unit “lbs. of water evaporated” 
is used. This may be found by multiplying each gallon of water used 
by 8.336, which is the number of Ibs. 


Department A—Manufacturing 


The division of costs in this department are: Materials, Fixed and 
This aims at bringing to the forefront the 
differences which occur at varying levels of production. 

Fixed expenses, being out of the control of the production manager, 


Variable expense items. 


do not assume the same importance as the variable items. 


These latter 


costs are the operational costs of the plant and should be watched. 
Figure III shows the cost sheet for this department. 


































































































Ficure III 
Dept. Period: 
—: From 
COST SHEET 
To. iain 
FIXED VARIABLE 
MATERIAL | Act. Std. Expense Act. Std. Expense Act. Std. 
Wood Supervision Labor : 
Tie .«. Rent Direct 
Asbestos Insurance : Indirect. . 
Chemicals .. W. Comp. Light, etc. : 
Paper Fire Light 
Taxes : Steam 
Payroll Repairs 
Rates Supplies 
Depreciation : Sundry 
Building .. 
Machinery 
Total Total Total 
Hours : 
Norm 
O/T 
Mon. Tues. Wed. Thurs. Frid. Saty. TOTAL 
Summary Data 
Materials Hours :N :O/T Units 
Fixed Expense Rate per hour Produced 
Variable Expense Cost £ Rejected 
TOTAL Unit Cost £ Good 
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If more than one type of product is manufactured, the cost centres 
for each product could be listed on a separate cost card, and, as occurs 
in assembly works, the total costs brought forward. The illustration 
here shows only one product being listed and manufactured. 


Department B—Packing 

The packing department, which is responsible for packing, is con- 
sidered separately. This department employs labour and material much 
in the same manner as a manufacturing department and the collection 
of costs follows the same method as shown on the cost card for the 
manufacturing department. 

A summary sheet can be utilised to co-relate the departmental costs 
and show the total final costs. 


Pro-ration of Expense Items 


The pro-ration of other expense items would be carried out upon a 
similar basis to the present standard methods. Items would appear 
in all departments in which they belong, and would be classified on their 
nature, e.g., Fixed and Variable. 

Direct Labour and Indirect Labour will no longer need be separated, 
except for convenience, because they do not assume the same importance 
as at present. Under this method, these items are considered simply 
as being variable. Salaries, however, are fixed. 

Workers’ Compensation Insurance is, however, a fixed expense item, 
not varying with production, although the basis of their allocation 
(Direct Labour and Indirect Labour) are variable. 

In departments where the cost centres comprise machinery, machine 
hours may be ascertained and entered upon the cost cards if the machine 
hour rate is desired. This is a matter of designing the cost card. 

The accumulation of costs under this method permits the formulation 
of budgetary plans, and the costs at different levels are easily obtained. 
Any alteration in selling prices will allow a critical review of the variable 
expense items to be undertaken. Other features of this procedure is 
the ease in which vital data is collected, and the readiness in which it 
may be used for the determination of the “break-even” point. This 
simplifies the work of managerial control. 

The advantages that may be claimed for this mode of costing are: 


(1) Collection of vital data and statistics; 

(2) Disclosure of inefficiency ; 

(3) Fixing of responsibility for inefficiency ; and 
(4) More satisfaction to the production personnel inasmuch as 
they are not held responsible for inefficiency of others. 
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The Law Relating to Hire-purchase in 
New South Wales 


By R. Ese MITCHELL, LL.B. 


(A lecture delivered to the Commonwealth Institute Students’ 
Society (N.S.W. Division) on February 12, 1941) 


The hire-purchase system about which I have been asked to address 
you to-night is well known, in its practical aspects to most people. It is 
a system of disposing of goods which has achieved singular popularity 
in regard to household chattels such as furniture, pianos, sewing 
machines, and similar articles. It was in respect of such articles of 
comparatively small value that the hire-purchase system was first used 
in the later years of the nineteenth century, and with the system there 
was a mild stigma that the person acquiring the goods could not afford 
to pay for them, and so had to resort to the “T.P.,” or “time payment” 
system, as hire-purchase was for years commonly designated. 

In recent times, however, this stigma has vanished, or, at least, 
been substantially reduced, and it has for some time been recognised 
that the hire-purchase system can be used as a mode of financing the 
purchase of goods over a set period of time. Thus the scope of the 
system has widened to include motor cars, tractors, mechanical equip- 
ment, machine tools, and plant of various kinds, and these articles are 
by no means of small value. At the present day municipal authorities 
and industrial and manufacturing concerns acquire essential plant cost- 
ing thousands of pounds on hire-purchase terms. 

Thus it is that the hire-purchase system has become an important 
element of modern business and domestic life. Let us now examine 
this system to ascertain its true nature and the reasons for its wide- 
spread use, but, before we do so, consideration must be given to some 
elementary principles of the law relating to the sale of goods. It is 
well known that when goods are sold to a person there is either an agree- 
ment for the sale of goods or a bargain and sale of them, and the result 
of such relations is that the goods must be delivered to the buyer by the 
seller, and upon delivery, unless there is some agreement to the contrary, 
the buyer must pay for the goods; there is also a further consequence: 
the title to the goods will generally, where the goods are specific goods, 
that is, goods actually agreed on at the time of sale, pass to the buyer 
immediately on the making of the contract. Thus in the ordinary case 
of a sale of goods the seller gives the buyer the goods and in return 
obtains either payment or a promise to pay the price of the goods. 


HIRE-PURCHASE AND THE SALE OF Goops AcT 


The hire-purchase system avoids these important elements of payment 
and transfer of title. The buyer is not obliged to pay for the goods 
forthwith upon delivery, or in a lump sum shortly afterwards, nor does 
the seller lose the title to the goods on the making of the contract or 
by delivering the goods to the buyer. How this is achieved we shall see 
directly, but, before we do, I should like to refer to one more matter under 
the Sale of Goods Act, 1923. The Act by Section 28 provides that 
where a person who has agreed to buy goods obtains possession of them 
he may give a good title to a subsequent purchaser even though he in 
fact has no authority to do so under his contract with the seller, and also 
even though he has not paid for the goods. This provision has had more 
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influence on the formulation of the hire-purchase system than can be 
readily conceived. Methods were first adopted under which a person 
arranged to buy goods and to pay for them on terms, i.e., over a long 
period; but this did not alter the essential nature of the contract—it 
was still a contract for the sale of goods, and the title therefore passed 
to the buyer immediately on the making of the contract, or, at any rate, 
when he disposed of the goods to a third person. Such person would 
acquire a good title against the original owner and seller whose only 
remedy would be to sue the buyer for the price; he could not try to retake 
the goods from the third person as he had a perfect title. 

The real importance of the hire-purchase system lies in the fact that 
it also avoided this very awkward position by preventing the hirer having 
agreed to buy the goods. This was achieved by letting or hiring the 
goods to the hirer or purchaser in return for certain rent payments and 
by making him a mere bailee with no right of property in the goods at 
all. Thus he could not dispose of them any more than a person who 
takes and keeps goods in storage can sell the goods left with him for 
safe keeping. This effectively countered Section 28 of the Sale of Goods 
Act, 1923, and at the same time gave the owner or seller a security for 
payment of the rent or hire, because he could retake possession of the 
goods when ary payment of hire became overdue. The scheme adopted 
then provided that when the hirer had paid all the instalments of hire 
over the period of the agreement, whether it were a year, two years, 
or only a few months, he could become the owner of the goods by exer- 
cising an option to purchase contained in the agreement. 


THE ELEMENTS OF THE HIRE-PURCHASE SYSTEM 


Thus the essential features of a hire-purchase agreement were (a) a 
hiring of goods for a period of time in return for certain periodical 
payments of hire or rent, and (b) an option of purchase exercisable by 
the hirer when, but not until, he had paid all the instalments of hire. It 
can therefore be seen why it was called hire-purchase. 

The system had to bear many trials and failures before its safe opera- 
tion was assured and these trials were marked by a trilogy of famous 
cases: Lee v. Butler 1893 2 O.B. 318, McEntire v. Crossley 1895 A.C. 
457 and Helby v. Mathews 1895 A.C. 471. In the last-mentioned case 
it was finally established by the House of Lords that a hire-purchase 
agreement in true form could not be an agreement to buy under Section 
28 of the Sale of Goods Act, 1923, and therefore could not divest the 
owner of his property in the goods until all the hire had been paid and 
the option to purchase duly exercised. The mark of the true hire- 
purchase agreement was therefore held to consist in a right to return 
the goods and so terminate the hiring which was usually expressed in 
the following terms: 


“The Hirer shall at any time during the hiring, providing he 
shall have performed his obligations hereunder, be at liberty to 
return to the Owner the goods hired and upon such return the 
Hirer shall be liable to pay all rent accrued due at the date of such 
return.” 

Moreover, the preliminary hiring meant, as the clause indicates, that 
the hirer was not bound to keep the goods until the contemplated period 
expired. He might, if he wished, return them to the seller in accordance 
with this clause and he would then cease to be under any further liability 
— he had only been hiring them from week to week or month to 
month. 
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Tue ABUSES OF HIRE-PURCHASE 


The usual hire-purchase agreement embodied many other provisions 
of a varied nature; there were obligations to repair, not to create any 
lien on the goods, to notify the seller of their whereabouts, and also a 
comprehensive provision enabling the goods to be repossessed on any 
default or on certain other events happening. These were the main 
clauses, but since the inception of the system there have been many 
improvements. These have been mainly directed at tying the hirer down 
and restricting his rights as far as consistent with the nature of a hire- 
purchase transaction. Thus what are known as “minimum hiring pro- 
visions” were introduced into agreements whereby the hirer lost his 
unfettered right to return the goods if he did not wish to proceed with 
the hiring. He was required in many cases to pay at least half the hire 
for the full period, or even in some cases as much as 90% of the total 
hire ; this hardship was accompanied by other similar measures of oppres- 
sion under which a hirer had to sign a lengthy form of agreement 
excluding any warranty of quality in regard to the goods so that he 
could not complain if they did not work with the anticipated satisfaction. 
Furthermore, hire-purchase business became a profitable one under 
which huge sums were added to the price of goods by way of interest 
simply because a person wished to buy them by instalments instead of 
paying cash, and many enterprises of doubtful honesty came into the 
field. Companies would often wait until a hirer had made about ninety 
per centum of the total payments under an agreement and then seize 
upon some technical breach of the agreement to enable them to repossess 
the goods without refunding the hirer any part of the moneys already 
paid. Against such practices there was unfortunately no remedy under 
the general law and, during the last ten or fifteen years with the advent 
of times of severe financial depression, steps have been taken to give 
some redress to hirers who have been ill-used by the sellers of the goods 
they acquired under hire-purchase agreement. 


LEGISLATIVE ACTION 


It is at this stage that the law of hire-purchase loses its universal 
character and becomes difficult to follow. Prior to the introduction of 
legislation, the law of hire-purchase was uniform throughout the greater 
part of the British Empire—at least throughout all Australian States, 
New Zealand and England. At the present day, in 1942, we are faced 
with an Act regulating hire-purchase in England and a different Act in 
each of the States of the Commonwealth of Australia because each 
Government has had different ideas of the manner in which recalcitrant 
and unruly vendors should be dealt with. 

The first State to introduce legislation of a comprehensive nature to 
regulate hire-purchase agreements was Western Australia, where an Act 
was passed in 1931 which gave the hirer an interest in the goods and 
exonerated him from paying the full price of the goods on repossession ; 
it also gave him a right to recover some part of the moneys paid in the 
event of the goods being repossessed after credit was given for the value 
of the goods. The Act also required the vendor to give notice to the 
purchaser on repossessing the goods. 


THE HrIRE-PURCHASE AGREEMENTS Act 1941 (N.S.W.) 


Shortly after this Act an Act was passed in the State of South 
Australia, and subsequently all the other States except Tasmania followed 
suit. In England a Hire-purchase Act came into being in 1938, but this 
is not of unlimited application as it deals only with agreements where 
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the price of the goods is less than £50. It was not until last year, how- 
ever, that New South Wales introduced comprehensive legislation to 
deal with hire-purchase agreements and in so doing many features were 
taken from the other Acts, particularly the English, Victorian, and New 
Zealand Statutes. 

It is naturally not possible for me to deal with the various Acts now 
in force in each State owing to their divergent nature, and I think the 
best course would be for me to refer briefly to the provisions of the 
New South Wales Act with which we are most concerned; in so doing 
I shall also indicate where necessary how the law has been altered or 
modified by the Hire-purchase Agreements Act, 1941 (N.S.W.). 

I have mentioned that the Act aimed to eliminate the evils generally 
encountered in the hire-purchase system. Foremost amongst its require- 
ments are provisions that all hire-purchase agreements shall be in writing 
of a specified type size, and all agreements shall contain prescribed 
particulars the most important of which are the cash price and the extra 
amount which the purchaser has to pay to acquire the goods on hire- 
purchase terms (S. 23). Thus the vendor of goods cannot now impose 
a heavy interest burden on the purchaser—at any rate without plainly 
telling him what the amount is. When completed, a copy of the agree- 
ment is to be given to the purchaser, and, so that he cannot complain 
that he does not know his legal rights, a summary of his rights under the 
Act must also be given to him (S. 23 (1)). If these provisions are not 
observed the agreement is not made invalid, but the vendor is liable to 
punishment. 


PURCHASER’S EQUITY IN THE Goops 


The major matter with which the Act deals is to give the purchaser 
an interest in the goods he is purchasing so as to modify the harshness 
of the old law under which goods might be repossessed and the purchaser 
deprived of the benefit of all moneys which he had paid. It has been 
pointed out that once a hirer or purchaser failed to pay any instalment 
of hire or made any default in the observance of the agreement the 
vendor could repossess the goods and all right and interest of the 
purchaser ceased. The method by which this harsh position has been 
remedied by the Act is twofold. In the first place provision is made for 
the position after repossession and, secondly, the Act deals with the 
purchaser’s rights after the goods have been voluntarily returned or the 
agreement otherwise terminated by the purchaser. 

Where the goods are repossessed the vendor cannot recover any more 
than a limited swn having regard to the value of the goods and the 
various amounts paid and agreed to be paid by the purchaser (S. 5). 
So, too, if there is a balance in favour of the purchaser he may recover 
some proportion of the moneys paid—this proportion is calculated by 
taking the total price to be paid and allowing the purchaser the excess 
of the total of the value of the goods and the amounts paid by him over 
that price (S. 4). This means that the vendor gets the goods back and 
part of the purchase money, but he is not to make a profit out of the 
transaction. This puts him in virtually the same position as a mortgagee 
under a bill of sale or other security: any surplus of the value over the 
balance due is to be handed to the mortgagor, or in the case of a hire- 
purchase agreement, to the purchaser. 


RELIEF AGAINST FORFEITURE 


The ether method whereby the purchaser is protected on repossession 
is by the vendor having to return the goods to the purchaser if the 
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purchaser wants them back. This is in effect what is generally called 
“relief against forfeiture”; the vendor on default can repossess, but if 
the purchaser so requires the vendor must return the goods within a 
period of a month afterwards on notice being given and the detailed 
provisions of the Act being observed (S. 7). The result of this 
provision is that a very effective brake is put on the vendor’s conduct 
and he cannot recklessly repossess even where the purchaser has been 
guilty of default under the agreement. It is necessary before the pur- 
chaser can avail himself of these provisions that he should remedy any 
default and pay any moneys due to the vendor. 

When a hire-purchase agreement is terminated by the purchaser either 
under the special provisions in the Act or under a term of the agreement, 
a similar provision to that previously mentioned comes into operation 
and the vendor must refund to the purchaser any excess of the value 
of the goods and moneys paid by the purchaser over the price of the 
goods. This ensures that the vendor will not lose by the goods being 
returned and the hiring terminated, but it also means that the purchaser 
will have paid a reasonable sum for the use or hire of the goods while 
they have been in his possession. 


MISCELLANEOUS PROVISIONS 


Although these provisions of themselves afford substantial protec- 
tion to purchasers of goods under hire-purchase agreement there are 
numerous other sections in the Act which extend that protection. As 
these provisions are of a miscellaneous nature they are best dealt with 
separately and I will therefore refer to the more important of them 
individually : 

1. Reopening Proceedings 

Power is granted to Courts by the Act to reopen any hire-purchase 
transaction where it is harsh, the interest excessive, or the terms of the 
transaction otherwise unconscionable (S. 9). The Act confers com- 
plete power to readjust payments made and instalments due and virtually 
enables the Court to redraw the agreement so as to relieve a purchaser 
from any injustices. It is therefore possible for a person who has 
entered into an improvident bargain to apply to the Court for relief, 
have an account taken, and, so far as the Court thinks fit, to have pay- 
ments adjusted or recast on a just basis. This section is substantially 
identical with the provisions of various Moneylending Acts under which 
relief can be sought against hard bargains, excessive interest charges, 
and unscrupulous moneylenders. 


2. Liens 


In the past much injustice has been caused by the creation of posses- 
sory liens over goods under hire-purchase agreement, particularly where 
the goods were given to a workman or contractor for repairing or the 
performance of other work. In general where this occurred the work- 
man could not assert a possessory lien against the vendor of the goods, 
who was the true owner, unless he could show that the goods had come 
into his possession with the authority of the owner. As most agreements 
prevented a purchaser or hirer from pledging the goods or creating any 
lien over them the practical result was that the workman was deprived 
of his lien in almost every case. The consequences in the case of motor 
cars, tractors, and other mechanical goods were widespread, and to 
remedy the position it is now provided that a workman doing work on 
goods under hire-purchase agreement is entitled to a lien unless the 
agreement prohibits the purchaser from creating a lien, and the work- 
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man has actual notice of this provision when he does the work (S. 13). 
This may result in hardship to the owners of the goods hired, but it is 
demonstrably clear that such hardship is less than the hardship which 
workmen and repairers formerly suffered. The section in question does 
not deal with other liens such as those of a common carrier, innkeeper, 
or warehouseman as special rules exist in regard to these liens under 
the common law and the Warehouseman’s Liens Act, 1935. 


3. Warranties, Conditions and Fraud 

I have referred to the pernicious practice which had grown up in 
recent years of requiring the purchaser to sign a hire-purchase agree- 
ment excluding every condition or warranty of quality or fitness so 
that the purchaser had no redress against the vendor if the goods were 
not of the quality or standard represented, notwithstanding that promises 
of a most extravagant nature were made by salesmen and others when 
the goods were being sold. This practice has been met in two ways: 
in the first place a vendor cannot protect himself against any fraud of, 
or representations made by, his employees or agents, and any provision 
in an agreement purporting to have that effect is void; secondly, the 
Act provides for a series of conditions and warranties which in general 
cannot be varied or excluded, or which can only be varied or excluded 
if the purchaser understands the full effect of what he is signing. 
Section 26 of the Act implies the following conditions and warranties 
in every hire-purchase agreement: 

(a) A warranty that the purchaser shall have quiet posession of the 

goods ; 

(b) a condition that the vendor has a good title to the goods; 

(c) a warranty that the goods are not subject to any charge or encum- 
brance in favour of a third person; 

(d) a condition that the goods are of merchantable quality except 
where the goods are secondhand or the purchaser has examined 
them for the defects; 

(e) a condition that the goods are reasonably fit for the purpose for 
which they are required. 

These conditions and warranties are like those implied by the Sale 
of Goods Act, 1923, but differ in the fact that they cannot be excluded, 
except in the case of the condition of fitness ((e) above), which can be 
varied or excluded only if the effect of the variation or exclusion is 
explained to and understood by the purchaser. 

It can readily be seen that these provisions put the purchaser of goods 
under hire-purchase agreement in a position even more favourable than 
that of a buyer of goods under the Sale of Goods Act and, needless to 
say, the oppressive tactics of many commercial firms will be restricted 
by this section. 


4. Repossession 

Not only is the purchaser now given added rights on repossession as 
I have mentioned, but the actual right to repossess is substantially cur- 
tailed by the virtual abolition of the right of forcible entry. This right 
which was formerly conferred by almost every hire-purchase agreement 
enabled a vendor or his agents to break into buildings, including private 
dwelling houses, for the purpose of taking away goods under hire- 
purchase agreement because default had been made, and no redress could 
be claimed for the repossession or even in many cases for the damage 
done in entering. The Act by Section 15 (2) makes any provision 
enabling a vendor to enter premises void, and the result is that it will 
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in future be necessary to have recourse to a Court of Petty Sessions 
or other appropriate Court to obtain an order for the recovery of posses- 
sion of the goods. Consequently the vendor cannot in general exercise 
his right of repossession arbitrarily, and in the Court proceedings for 
the detention order the purchaser will be afforded an opportunity, not 
only to remedy any default, but also to ventilate any grievance against 
the vendor. 


5. Guarantors 

Many hire-purchase agreements are entered into to-day with persons 
of doubtfbul credit and to protect the vendor a guarantee is often 
obtained from some friend or relative of the purchaser who is willing to 
answer for his obligations. Under these guarantees the guarantor 
generally incurs liability for all the conditions of the agreement and so 
must bear the burden of any default by the purchaser. The harshness 
of these guarantees is accentuated when it is realised that the guarantor 
has no rights or privileges except the right to sue the purchaser for any 
moneys he has paid. Thus the guarantor might be called upon to pay 
arrears of hire due by the purchaser long after the goods had been 
repossessed and in such circumstances no conceivable benefit could ever 
accrue to the guarantor. 

Under the Act all this is changed. Guarantors are protected by being 
put in the same position as purchasers—they are entitled to receive 
notice of repossession, and are given a similar right to that of the 
purchaser to recover any surplus after repossession or on the determina- 
tion of the agreement (S. 8). Moreover, they are equally entitled to 
apply to the Court under Section 9 to reopen the transaction if there is 
any suggestion of harshness, excessive interest, or the like. The law of 
guarantee so far as hire-purchase agreements is concerned has certainly 
been greatly altered. 


6. Miscellaneous 

There are other provisions in the Act which entitle the vendor to 
demand to know. where the goods hired are, even when not in the pur- 
chaser’s own possession (S. 14 (2)), and whereby the, purchaser may 
obtain a copy of his agreement, a statement of account, and other details 
(S. 11), but these are more in the nature of machinery and are inci- 
dental to the main provisions of the Act. In addition considerable 
restriction has been placed on hire-purchase agreements with married 
persons where household goods are concerned (S. 27), but time and 
space do not permit an excursion into the details of all these sections. 


ScoPE OF THE HIRE-PURCHASE AGREEMENTS ACT 


Finally, I would like to draw attention to the vast scope of the Hire- 
purchase Agreements Act, 1941. It has altered the law relating to the 
acquisition of goods not only under hire-purchase agreements, but also 
under agreements for sale of certain types. As has been pointed out, 
under the old law a hire-purchase agreement was a particular agreement 
distinct from an agreement to sell, and under which the goods were 
hired and an option to buy conferred on the hirer. The agreements regu- 
lated by the Hire-purchase Agreements Act, 1941, however, are of far 
greater variety ; that Act deals with numerous types of agreement other 
than the pure hire-purchase agreement. The definition of “hire-purchase 
agreement” in Section 2 of the Act reads as follows: 

“*Hire-purchase agreement’ means an agreement for the bail- 
ment of goods under which the bailee may buy the goods. . . .” 
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That is the true hire-purchase agreement as defined in the leading cases 
and Helby v. Matthews (supra), but the definition goes on: 


“. .. or under which the property in the goods will or may pass 
to the bailee, and where, by virtue of two or more agreements, none 
of which by itself constitutes a hire-purchase agreement, there is a 
bailment of goods and either the bailee may buy the goods, or the 
property therein will or may pass to the bailee, the agreements shall 
for the purpose of this Act be treated as a single agreement made 
at the time when the last agreement was made.” 


That is not all, and in the next paragraph many agreements formerly 
regulated by the Sale of Goods Act, 1923, are embraced: 

“The expression ‘hire-purchase agreement’ also includes an agree- 
ment for the purchase of goods by instalments (whether the agree- 
ment describes the instalments as rent or hire or otherwise) ; but 
does not include any agreement under which the property in the 
goods comprised therein passes absolutely at the time of the agree- 
ment to the person who agrees to purchase them... .” 

It can be readily seen that the nature of a hire-purchase agreement has 
been altered by the Act to include a variety of agreements having one 
main feature in common—the acquisition of goods by periodical pay- 
ments. So extensive is the definition that it may even include simple 
“lay-by sales” which are common to almost every shop and familiar to 
practically every housewife. Whether the Act does in fact embrace such 
transactions is a contentious question upon which much can be said, and 
I will simply close by repeating that the law of hire-purchase, in New 
South Wales at any rate, is now rather the law contained in the Hire- 
purchase Agreements Act, 1941, and that this Act has radically altered 
the whole concept of hire-purchase and basically upset the original legal 
notion of a hire-purchase agreement. 





Mix and Batch Costs 


By A. J. GAIRNS, F.F.I.A., A.C.A.A., A.A.LS., L.C.A. 


In most manufacturing concerns, whether they be confectionery, 
yeast, food, rubber or soap-producing organisations, operations invariably 
commence with the compounding of a basic mix or batch containing the 
prime ingredient in different quantities, forms and grades. In some 
cases, these mixes, which are usually prepared to the formulz of the 
factory and industrial chemist, actually run into hundreds and even 
thousands in number, according to the type of industry and the demands 
of variety, colour and texture. 

It is obviously of paramount importance that acccurate costs are 
obtainable of these mixes as they are the base of all the ensuing manu- 
facturing operations and, in many cases, take a natural classification 
into classes, divisions and grades which it is essential to control. 

Probably the first problem confronting the factory cost accountant in 
this regard is to obtain for his use and control, full, complete and 
simplified data as to the formule, processing and constituent costs of 
each mix. Each factory will present its own problems in this regard, 
but a great deal will depend on the co-operation of the chemist. In 
my experience, this is usually forthcoming and, if the parties concerned 
are aided by the issue of good stationery, binders and repositories for 
the safe-keeping of the necessary records, a great deal of the usual 
“memos” would be obviated and clear records made available at all times. 
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On compiling a new formula, the factory chemist should provide copies 
to the following people in the modern factory : 


(a) Compound hand. 

(b) Factory production manager. 

(c) Cost accountant. 

(d) Raw material stock contro! clerk. 
(e) His own records. 

The formula should contain not only the constituent ingredients and 
their exact weight, but also price and cost and the cost per pound or 
otherwise of the completed formula. Any other chemical detail, such 
as specific gravity, time of stirring or mixing, should also be shown 
and the whole record completed and typed according to the copies 
required. Some suitable system of naming or numbering the formula 
must be evolved in order to prevent confusion, and a good idea is to use 
two sets of numbers, one for experimental batches and the second to 
consist of “standard” numbers to which the batch is transferred once 
it is in constant and stable use. 


Standard Prices 
The cost accountant first comes into the picture with the setting of 
standard rates for the pricing of raw materials contained in the chemist’s 
formule. It is obvious that with fluctuating prices, with the buying 
of various grades and qualities of material and the fact that to-day large 
stocks, if possible, are held of all lines, that the chemist will experience 
great difficulty in determining the exact cost of the raw material he is 
using in his batch. This matter is overcome to-day, particularly with 
the advent of cost accountancy, by the use of a “standard price,” which 
is given to the chemist in lieu of a great list of fluctuating and varying 
landed costs. It has been my experience, that while the main manu- 
facturing ingredient, whether it be cocoa-bean, flour or rubber, does 
fluctuate to a large extent, this does not apply usually to the lesser 
ingredients such as sweeteners, fillers, etc., which are bought in large 
quantities and not subject to the same variance. This being the case, 
a standard can be set, if desired, on the main raw material only. It is 
generally desirable to fix a price which is definitely above the highest 
landed cost in each grade or class, and it is obvious that where two or 
three qualities of product are kept, that a different standard must be 
made for each. Although this fixation of a standard over the landed 
cost may be objected to on the ground of untrue costing, it must not be 
forgotten that some loss in mixing will undoubtedly eccur, as well as 
leakage and wastage of stocks, etc. This matter of losses will be dealt 
with at a later stage. Once a standard is fixed, any differences on 
actual purchase are disclosed in a “variance in buying” account under 
a system of standard costing. 
Checking Mixing Rates 
In all trades, figures can be quoted which are said to represent the 
cost of mixing or compounding the initial batch of product. The baker 
will tell you the cost per pound to mix his dough, the brewer the cost 
per vat or per gallon of his base “brew.” In many cases perhaps this 
information has more or less been proved by figures of some kind, but 
in others, I am afraid, it is simply the “custom of the trade.” In all 
cases, it is highly desirable that positive proof of the accuracy of these 
figures be obtained. With regard to labour, it is comparatively simple 
to compute the total wages paid to all hands in the raw material, com- 
pounding, laboratory and mixing sections, and I have found that the 
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main difficulty comes in determining the amount of product handled, 
in most cases, simply because no records or insufficient records have 
been kept. It is of no use finding a figure of completed factory output, 
as stock is often placed in store, batches spoiled in factory processing 
and, in many cases, mixes are not used for some time (maybe months) 
after compounding, for technical reasons, to obtain better setting, 
alloying, etc. If these corrected figures could be obtained, a labour 
cost per unit is indeed a great step forward. The “batch ticket” system 
recommended later in connection with the ascertainment of losses is 
ideal in securing this data. 

It is usually with regard to overhead that the main difficulty arises. 
It is most difficult properly to assess overhead apportionments, especially 
if the section under discussion possesses machinery such as cutting 
presses, steam rollers or mixing mills. Actually a proportion of each 
overhead item shouid be apportioned to the department in accordance 
with the accepted rules of cost accountancy. In other words, it should 
bear its cost of rates, building repairs, etc., according to its floor space, 
depreciation on plant and fittings in proportion to capital outlay involved, 
and each other item on some accredited basis. In my opinion, this dis- 
section is not worth doing unless done properly, and the best possible 
way to carry it out is to carry a similar investigation throughout 
each department of the organisation until it is seen that all building 
repairs, rates, fuel, etc., are absorbed equitably over all departments, 
including the mixing room. Even when this dissection (usually on the 
basis of a budget for the forthcoming year) has been completed, it is 
still most essential that this theoretical distribution is proved in actual 
practice by a system of standards in conjunction with a costing system. 


Cost Check by Accountancy 


Let us assume that we desire to obtain a true cost per pound of 
ingredient mixed. A system must be introduced to obtain not only the 
quantity of mix handled, but also its net standard value. This should 
be obtained by listing all batches mixed and compiling daily or weekly 
returns. It is usually very helpful if a good system of raw material 
stock control is in operation and, in fact, any modern factory which tries 
to dispense with such a check is completely in the dark regarding 
unauthorised movements of valuable stock. Actual labour rates are 
obtained from proper dissection of the wage book, care being taken to 
bring in all extra payments such as overtime, holiday pay and sick- 
leave pay. A loophole, in this regard, is the money paid to employees 
on “loan” to the department for a few hours and it seems that the 
mixing section suffers more in this regard than from any other cause, 
unless it be the smaller factory where the mixing operatives sometimes 
“help” in the factory too. Overhead has been fully dealt with except 
that great care must be taken to see that all overheads are brought in 
and items prepaid or accrued are correctly adjusted. The only other 
figure we require for our comparison of standards is the total of “actual” 
raw material used. This is found, of course, by taking stock at the 
beginning and at the end of the period under review and carefully 
computing each stock at the correct landed cost of each item as at each 
period concerned. Purchases are obtained in the usual way by dis- 
section of accounts in the purchases journal, and the resultant difference 
(after adjustments) will give a correct figure of “material used.” 
These adjustments referred to may consist of all or any of the following: 

(a) Items of raw material which are issued direct to the factory and 
do not go into mixes. 
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(b) Items of raw material which are actually overhead items, such 
as fuel, manufacturing supplies, petrol, oils and greases. These 
must be charged out accordingly as expenses. 

(c) Writing down of obsolete stock items. This will upset our 
figures in this instance and should be attended to only at balancing 
periods. 

With the above figures completed, we are now in a position to test the 
accuracy Of our standards. We shall assume that the “practice of our 
trade” has been to allow in costs the sum of 3d. per pound for mixing 
labour and 3d. per pound for overhead. In this instance, a typical set 
of costing figures relative to the “batch and mix” department might 
appear as follows: 


Mixing Dept. Production A/c, May, 1942. 
To Materials Used . £741 12 3 By Standard Cost of Production: 


» Direct Wages: Material as per 
(a) Compound 171 1 2 “Batch Tickets” £782 11 3 
(b) Mill hands .. ) Labour— 
, Overhead as per 13,500 Ibs. at 
Schedule .. .. 153 2 1 Bb... BB 
, Profit on Produc- Overhead— 
PR c6-ss seen. ae: § 3 13,500 Ibs. at 
2. ...... MBE @ 
£1,120 1 3 £1,120 1 3 


From the above accounts, it is seen that a clear indication is given 
of the closeness of the standards for labour and overhead with the 
standard rates of 3d. per pound of product mixed. Although overhead 
showed a slight loss, this leeway was more than made up by the gain 
on labour. With regard to the profit on material, the accounts them- 
selves would need to be scrutinised before any conclusion could be 
drawn here. If the difference between standard and actual buying had 
already been transferred to a “variance” account, this profit may have 
perhaps been caused by economical use of containers, changes in formule 
and other causes. The point is that the accounts in this form lend 
themselves to investigation and correction. The accounts should be 
produced at all times as part of the financial records of the factory and 
not as a single entry schedule. 


Losses in Mixing 

While the normal losses in manufacture occur in most of the operations 
in the factory, it can safely be said that usually the greater portion 
occurs in the vigorous operation of mixing, stirring or milling, which 
constitutes the initial process. Again, the “usual practice of the trade” 
comes in at this stage and most firms can quote a figure which they 
claim is their loss. Perhaps this may be a total loss figure or it may be 
possible figures of average losses in mixing only can be supplied. It may 
be another matter actually to prove these figures, but the simple set up of 
the system to determine the quantity of product handled can be extended 
without much further difficulty to include the figures of loss after 
mixing. The factory compound hand or mixer simply makes out a 
“batch ticket” for each batch he makes up, giving on it the code 
number, total weight as mixed and perhaps relative instructions regard- 
ing details, times, etc., to the hands doing the first operation of stirring, 
milling, mixing, etc. Arrangements must be made to obtain the weight 
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or quantity remaining after this first operation, as this is where the major 
loss undoubtedly takes place and should be controlled and regulated in 
the efficient factory. I have discovered that in the bustle of modern 
mass production, many managements refuse to allow any pause for this 
important check at this stage, but I am sure that the valuable informa- 
tion both from the saving and the costing points of view, that can be 
disclosed thereby, will repay the very slight delay and additional trouble 
caused by the taking of this check. A list is compiled showing the 
original weight (or volume), amount of loss and final batch figure. 
Expressed as a percentage of the original figure, this loss can be com- 
pared with previous and future figures and its reasonableness or otherwise 
determined accordingly. Incidentally, it is the final weighing or batch 
figure which is used on the credit or production side of our profit or loss 
statement regarding the department and discussed above. 

The “batch ticket” referred to can be quite simple in ruling and 
should be in some convenient form such as in pads or books generally 
in duplicate. One very important additional safeguard is to ascertain 
that none are missing. Lost tickets are inevitable, and I know of one 
mixer who mixed his day’s batch tickets with his batches of product with 
quite harmless results except in the costing office. Usually some other 
evidence such as a stock record or a mixer’s work ticket is available as 
a check on whether a batch has actually been mixed in cases where the 
ticket is missing. 


Check Additional Production 


Once the above system is in operation and the workmen become used 
to handling the batch tickets, it will usually be found to operate smoothly 
and assist greatly in the establishing of correct factory records. 

Care must be taken, however, to gather also items of production in the 
mixing, milling and compounding department which may not be recorded 
on batch tickets. 

In many concerns where the mixing organisation is fully set up with 
its attendant equipment, outside work is often accepted from the firm’s 
customers who supply their own materials to be mixed. Material will 
not be allowed in the total credit, but the number of pounds handled at 
the standard rate should be credited against material and overhead. 

On the other hand, mixings sometimes are not done to the satisfaction 
of the production manager or chemist, and are returned to the depart- 
ment to be remixed. Again, mixes which have been in stock (where a 
stock of mixed ingredients is kept) for some time and are, say, hardened 
up, have to be brought up to standard consistency. In both these cases, 
no allowance will be made against the department for such work, as only 
the one lot of completed, corrected stock can be passed on to the next 
process at the standard allowance only. These remarks regarding initial 
mix and batch costs may be of special interest to those who have never 
taken the trouble to study this important phase of factory production 
and costing. I must say it is most sadly neglected and, in too many 
cases, the chemist’s figures are accepted both as to mixing labour costs 
and figures regarding ingredients. It seems to me, that the means of a 
check similar to the one outlined being available in almost every case, 
more attention can be easily given to checks, and more accurate figures 
can be obtained. Even if a factory has not a costing system, 
the placing of the compounding section on a costing basis is a good 
opportunity to start since the matter of transfers “in” does not worry 
the accountant and the transfers “out” are of the simplest possible 
nature. 
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Organising Production 
By A. H. BLAMEY, A.C.A.A. 


A CALL To ACCOUNTANTS 


Many factories are not getting the maximum production from the 
facilities available to them. War needs and the expansion of industry 
has catapulted many a small factory manager into large range produc- 
tion class. Some managers are out of their depth or too busy and cannot 
apply the needed large scale production methods. They have no apprecia- 
tion of the need for organisation on the lines of sectionalising of 
responsibility, and specialisation and necessity for routine planning and 
production control. 

Each factory afflicted in this way provides an opportunity for an 
accountant to initiate the improvements. 

The modern accountant’s job is to plan and supervise the methods of 
control so that he can clearly inform the General Manager how the 
profit plan is working out, any departures from the plan and the degree 
of efficency with which the various functions are operating. He is also 
the co-ordinator of the plans and policies of the various functions and 
the finances. 

The accountant will normally have control over store ledgers, wages, 
time cards, employee records, cost sheets and standard specifications. It 
seems logical and desirable as the General Manager’s controller that the 
accountant should extend his supervision over the routing and progress 
records. In this way he can see that sales and delivery promises are co- 
ordinated with the production programme. 

In preparing the statements of idle time he can interpret the situation 
shown more intelligently to the management and assess responsibility 
more clearly. 

It seems desirable in some factories that the Accountant should 
move into the factory and leave to ledger clerks the trials of balancing. 
Getting production volume and complying with governmental require- 
ments are almost the only things that count nowadays. 


SPECIALISATION AND SECTIONALISATION OF RESPONSIBILITY 

What is wrong with the organisation of many factories? It is that too 
much is expected from one man, generally a foreman. There is a lack 
of specialisation. A foreman is expected to get volume, to supervise the 
progress of urgent jobs, allocate work to men, decide what quality of 
work is desirable, keep down rejects, order materials, record times and 
often to service the machines. 

This is not such an uncommon situation as one would expect as an 
accountant will find if he cares to make a few discreet enquiries from his 
associates. 

The accountant faced with this situation in his own establishment may 
use the complaints of late delivery and the piling up of orders as an excuse 
for initiating the reorganisation. 

To place the situation before the management the accountant will 
recast on paper in chart form a likely organisation of the factory 
responsibilities and duties making clear distinctions of the following 
functions : 

(a) Technical method of production supervision and decisions; 

(b) Maintenance, operation and control; 

(c) Inspection. 
(d) Stores recording and controlling. 
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(e) Organising and controlling production routine. 
(£) Cost records. 

(g) General Accounting and Finance. 

(h) Despatch. 

(i) Selling activities. 


The chart will be placed before the General Manager and later the 
Production Manager for discussion as a basis for improving production. 

Positions only will be designated on the chart except perhaps that 
the main names which cannot be disputed may be attached. 

The chart may be prepared on the lines illustrated. The chart 
emphasises the position of accounting as a service to management. 
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Tentative allocations of personnel to the position may be made by 
the accountant, but the allocations will be the production manager's 
responsibilities. The idea behind the chart is to sectionalise responsibility 
and particularly to relieve the foremen of all duties other than super- 
vising and instructing the workmen. The foreman will concentrate on 
the technical methods of production. The maintenance department 
will take responsibility for servicing his machines and the inspection 
department will say whether the quality of his work is good enough. 
Early rejection may be a factor in keeping down costs and increasing 
production volume. 

A progress planning officer will look after the organising of produc- 
tion routine and issue instructions as to the work he is to do. 

The organisation and control of production routine is an important 
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function ir: economical production which has received insufficient recogni- 
tion of its worth. 

The importance of this function is an outcome of the modern con- 
ditions of manufacture with the sectionalising and specialisation of 
operations and activities. 

It is necessary that the work of the various sections should be care- 
fully co-ordinated and that some one should see that the time that goods 
are in the course of process or waiting for processing is kept at a 
minimum and that the facilities are used to capacity as far as practicable. 


Procress ConTROL ROUTINE 


Once the accountant has sold the idea to the management of the need 
for sectionalisation and specialisation and the necessity for a Progress 
Control Department, he will endeavour to organise this department. 

(a) Scope of the Progress Section. The size of the factory will 
decide the number of the personnel, but it is a very small factory that 
cannot use one man full time to advantage. 

In a small factory the job can be combined with that of the stores’ 
controller. The main difficulty will be obtaining the right type of man. 
He must have some personality and tact and be an organiser, methodical 
and have some training in mechanics. 

The progress clerk will co-operate closely with the store controller and 
the cost clerk and will report directly to the accountant on matters of 
routine and recording. The progress clerk will be closely associated 
with the production manager, particularly on technical problems and 
improvements, and will co-operate with him to eliminate delays and 
bottlenecks in production. 


The duties of the progress clerk will be on the following lines: 

1. Planning the work to be undertaken by a department. 

2. The issuing of clearly written instructions to the foreman for 
the work to be undertaken and the operations to be performed 
and their sequence. 

3. The quantities to be made and when the work is to be in hand. 

4. Maintaining reasonable loads on the machines and departments and 
other facilities and elimination of bottlenecks. 

5. Ensuring that the tools, dies, jigs, and other facilities are available 
to produce the orders accepted. 

6. Checking up on deliveries and investigating delays at any point. 


(b) Progress Planning. For progress planning and control, each job 
to be undertaken must be analysed by operations, time of operations, 
materials required, tools, etc. 

With some factories the Production Manager will be directly re- 
sponsible for planning the technical methods of manufacture. In the 
larger factories there will be a special methods planning and designing 
section to take charge. Sometimes it is left largely to the progress man 
depending upon the size of the factory and the class of work. 

Once the method of manufacture has been decided it will be recorded 
and accepted as standard until officially altered. Improvements will 
be sought for but must be incorporated in the standard instructions. 

Each job will be analysed in this way and the progress man will plan 
the daily production schedule and work his control from the job 
analysis. 

The routine methods and records must be designed to organise a 
regular continuous flow of the maximum volume of work which neces- 
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sarily implies a pre-arranged sequence of operations and delivery at a 
predetermined date. 

Supplies of material, labour and the capacity of machines and equip- 
ment must be correlated and this can only be done by planning. 

To obtain maximum production and avoid excessive idle machine and 
man time, the proper routing and regular supply of materials must be 
routine matters. 

The time factor in production, at any time, is important, but at the 
present time its importance cannot be over-estimated. It is imperative 
these days to ensure that production is on time. Even in a well organised 
factory actual machining time may take only half of the total time that 
materials take to go from the store through the machine shop to the 
despatch. The progress man’s job is to see that the work progresses 
through the works without undue delay and that difficulties and bottle- 
necks are reported to the right authority for correction if he cannot 
smooth them out himself. 

A controlled routine of a proper routing and planning scheme delivers 
the goods on time and reduces the number of rush jobs with their disas- 
trous effect on production volume and economical set ups. With assembly 
jobs the sequence and date of the manufacture of the parts must be 
arranged so that the assembly will not be held up through the delay in the 
delivery of one part. 

Stores Record clerk will summarise the material and parts require- 
ments from orders on hand. He will enter the quantities available and 
disclose the balance required to be purchased or parts to be made. 

The progress man will analyse the manufacturing requirements into 
the demand on the various machines, material supplies available, etc. He 
will issue production orders grouped in such a way as to balance the 
demand on the facilities available. 

A record for this purpose will be kept to show the production load on 
machines and production centres. A Gantt type of horizontal chart 
is often used. 

The date work is to commence will be shown on the Production 
Orders. Materials will be reserved and despatched to the departments 
concerned prior to the date manufacture is to commence. 

Route cards will be issued with the Production Orders describing the 
operations to be performed and the sequence of the operation, the tools 
and other equipment required and the time allotted for each operation. 

Thus production up to this stage has been planned and it remains to 
see that it is manyfactured according to the plan. 


(c) Progress Control. The routine control of the progress of work 
through the many operations and departments is accomplished by a 
study of the idle machine charts and the reports of delay in arrival at 
various sections in the factory. 

A statement of the idle time of machine and men will be studied to 
locate where machines, etc., are not running and getting out the pro- 
duction expected. Idle time may be bad planning, bad maintenance, or 
lack of work, all of which must be known to the progress man. 

There are many methods of reporting or discovering delay in produc- 
tion. The Routing card may have coupon or production slips attached 
for each department or section. When a section completes its opera- 
tion on the material, the foreman will detach the departmental slip and 
have it signed by the foreman in the next section or by the stockmover. 
This slip will be returned to the office and serve as a record of production 
and advice of the location of the job or batch. 
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The job production record can be marked as to progress, or other 
methods can be used to indicate missing slips and the delayed job. 

Many other systems can be used. With jobbing firms, progress 
control is more difficult than in repetition manufacture; the same 
accuracy in estimating times cannot be obtained. 

However, many firms can estimate times with reasonable accuracy, 
and the following progress record has proved successful: 





To To Est of Time Act. Times 
JOB’ Start Finish Descrip. Qty. Dept. 





1 2 3 1 2 43 
No. BEX 100 100 100 100 100 
Date 12 26 
Hrs. 50 65 70 52 10 





The job cards are written up daily and the cumulative man hours 
by departments are transferred to the progress records. The record 
thus gives a control over the dates jobs are being worked on in the 
departments and at the same time indicates when excessive time is being 
taken. It is simple and effective and for this reason it has been 
illustrated. 

The progress man is not merely a clerk or recorder, he must be in the 
factory as much as possible and available to attend to any complaints by 
foremen that materials or parts have not arrived. 


MAINTENANCE AND INSPECTION ROUTINE 


The old haphazard maintenance and inspection methods should not 
be tolerated. Maintenance routine and records must be organised in a 
similar manner to ordinary production. Standard times must be set 
and tasks allocated on a definite plan so that the work can be handled 
in an economical way and maintenance performed before it is required 
regularly and covering all machines adequately and with the least inter- 
ruption to production. 

A regular plan of inspection during processing will enable rejects to 
be discovered earlier and so avoids later processing time and costs. It 
also quickly indicates tool wear and, with the finer limits imposed by 
Defence work, this is important and may prevent large quantities from 
being affected. 


PLANT Lay-OUT AND TECHNICAL PRODUCTION METHODS 


No mention has been made of the technical side of organising pro- 
duction facilities. 

As far as possible factory production and lay-out will be arranged to 
give flow conditions of manufacture, machines being grouped in sequence 
of operations. 

If operation sequence alters greatly, flow production methods are not 
possible and machines will be grouped according to type. 

Strict adherence to type grouping of machines is often overdone, 
resulting in unnecessary handling and transporting. A combination of 
methods is often possible and satisfactory. Flow charts showing the 
distances travelled by the product, the handling time, etc., could be pre- 
pared by the accountant to draw attention to the need for rearrangement 
of machines and processing to eliminate excessive travelling of men and 
materials. 

This type of organising is more technical than routine recording and 
will be the job of the Production Manager and Methods Engineers. 
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Accountants have drawn the attention of management and shop engineers 
to the need for replanning. 

The production manager may need to give closer attention to balancing 
the skill of the staff in the workshops. With the addition of new types 
of machines it will be found that the foremen will only have a general 
knowledge of their operation and must have specialists on these 
machines to use them or supervise their use if their capabilities are to be 
fully exploited. 

A complete set of personnel information regarding each employee is 
invaluable in rearranging duties. 


TEAM WorK 


Organisation is not everything; personality of the manager and fore- 
men and team spirit are perhaps of more importance. 

In Australia management and workers are co-operating closely in the 
war effort, but still we can look for greater effort, and the words of 
D. M. Nelson, Production Chief of U.S.A., that “Labour-Management 
co-operation saved England in her darkest hour while for lack of it 
France fell,” must be kept well to the fore. 

Organisation and planning are the management’s tasks and are essen- 
tials of good team work. Only if management performs its tasks 
properly can each worker in the factory make his maximum contribution 
towards winning this world war of production. 





Wartime Responsibilities of Business Executives 
By C. L. S. Hewitt, B.Com., A.C.A.A., A.1.C.A., A.A.LS, 


National Security (Manpower) Regulations 

On and from 31st March last, the right freely to employ additional 
male labour ceased. The National Security (Manpower) Regulations 
oblige all employers, other than those in certain excepted industries, to 
engage male persons either through a National Service Office or with the 
approval of the Director of Manpower by direct negotiation. This 
restriction applies only to male persons, and not to the employment of 
females. 


National Security (General) Regulations 


By an order dated the 23rd March, 1942, the Minister for War Organi- 
sation of Industry has laid down a basis for assessing compensation 
payable in respect of the loss or damage suffered by an owner of land as 
the result of the acquisition of the land under the Regulations. The 
Order now gazetted applies only in those cases where agreement is not 
otherwise reached. In assessing compensation, loss of occupation or 
profits is specifically excluded from consideration. 


National Security (Tea Control) Regulations 


Following the requisitioning of tea by the Minister for Trade and 
Customs, Regulations were made setting up a Tea Control Board and a 
Tea Controller. The Regulations empower the Board to acquire and 
distribute tea on behalf of the Commonwealth Government. The 
rationing of tea to consumers is administered by the Division of Import 
Procurement of the Department of Trade and Customs. An interesting 
feature of the Regulations is the power given to the Board to restrict or 
regulate in any way the branding and advertising of tea. 
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National Security (Prices) Regulations 

On 15th April, 1942, the Minister for Trade and Customs made 
important additions to the number of goods and services declared under 
the National Security (Prices) Regulations. The two declarations made 
cover all goods and services with the exception of goods under the control 
of a Commonwealth or State Government, or any authority constituted 
under a State Act. Live stock and perishable primary produce are also 
excluded. Services supplied by a Commonwealth or State Government, 
or any local Government ; life insurance and banking are not included in 
the list of declared services. 
Prices Regulation Order No. 100 has been repealed and replaced by 
No. 666. 

In explaining the order the Commonwealth Prices Commissioner, in 
a public statement, said that the principal changes in the order were as 
follows: 

“(1) A new prescribed date, April 15, had been selected for the basic 
price and the prices of all goods and services would be pegged 
at that basic price unless permission were given to add increased 
costs under the averaging principles. 

(2) All goods already declared and subjected to averaging would 
still operate under the averaging principle as laid down in the 
new order. New goods declared could not be averaged without 
permission and their prices must not exceed the basic prices 
ruling on April 15, 1942. 

(3) The prices charged for all services would be pegged at the level 
operating on April 15, but application might be made for varia- 
tion of the basic price or an adjustment of prices on account of 
increased costs. 

(4) An important change in the new order was the definition of gross 
profit. In future this would be limited to the amount of gross 
profit obtained at the basic date and not to the percentage gross 
profit as had previously operated. 

(5) In the retail trade the maximum prices permissible would be the 
cost to the retailer plus the amount of gross profit obtained on 
the prescribed date. It would not be permissible in future for 
retailers to add the same percentage gross profit on goods which 
had risen in cost to them. 

(6) All traders and manufacturers would be required to keep a 

record of the prices at which goods were sold on the basic date 
and the amount of gross profit obtained on that date.” 
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Incentives to Efficient Plant Operation 
By F. J. ASTON, A.C.A.A., A.M.LE. (Aust.), A.S.T.C. 


Definitions. In order to make clear the object of this short paper, I 
will define the terms Plant and Efficiency. 

Plant may be defined as the machinery, tools, appliances and apparatus 
used in manufacturing or processing some article, or in the transforming 
of some form of energy, such as heat, light, mechanical power, electricity, 
etc. 

E ficiency may be defined as the ratio of the useful production obtained 
to the maximum possible production of some material or energy. It is 
not possible to obtain 100 per cent. efficiency, as in any manufacturing 
process there will, of necessity, be some wastage of manufactured 
product, or of energy being produced. Such loss is either inherent in 
the manufacturing or conversion process, or due to defective materials 
used, or to errors in the labour or machines employed. A high efficiency. 
synonymous with a low wastage of product, is the main objective of all 
executives. The obtaining, and maintaining, of this objective requires 
a considerable amount of continuous supervision. In order to assist in 
this direction various schemes have been devised in order to provide 
the necessary incentive to those directly associated with the manu- 
facturing process. 


Incentive Schemes 
Incentive schemes may be broadly classified into 

(a) Remunerative; 

(b) Non-remunerative. 
Remunerative schemes include various piece work and bonus systems 
and are well known, so I do not propose to deal further with them. As 
I have not seen many published references to non-remunerative schemes, 
I will confine my remarks to this type. 

In non-remunerative schemes an appeal is made to the inherent 
competitive spirit of individual employees, or groups of employees 
These schemes can be applied: 

(a) In addition to remunerative schemes, but the benefit gained 
thereby is rather doubtful, as there is no doubt that the size of 
the pay envelope is usually a much stronger incentive than the 
competitive spirit. 

(b) Where remunerative schemes are not desirable, or permissible, 
on account of policy, such as in government or semi-government 
undertakings, or where there is much opposition from the 
employees themselves. 

(c) In most process and repetition work. 


The most satisfactory way of describing non-remunerative schemes 
will be briefly to outline several such schemes. 


Scheme Applicable to a Power Plant 
This scheme is one that can be applied to both small and large factory 
power plants containing boilers and providing steam for heating and 
mechanical power purposes in one or more departments of the factory. 
In operating a steam boiler the fireman burns some form of fuel, such 
as coal, oil, wood, shavings, etc., in the furnace, thereby producing 
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heat which is transferred through the steel plates and tubes of the 
boiler to the water contained therein. This heat evaporates the water 
into steam, which is then conducted in pipes direct to the factory, if 
required for heating purposes, or to a steam engine or steam turbine, 
where the heat energy in the steam is converted into mechanical energy 
which may be used for various purposes in the factory. Water is 
pumped into the boiler to replace that evaporated into steam. 

Fuel losses can occur in two ways: 

(1) In the form of heat carried up the stack with the gaseous products 

of combustion, and 

(2) In the form of unburnt fuel discharged with the ashes. 

Both of these losses are largely under the control of the fireman 
operating the boiler. By the provision of suitable instruments to 
measure the quantity of water converted into steam, and by weighing 
or otherwise measuring the quantity of fuel burnt during any particular 
period, such as per 8-hour shift, per 24 hours, or per week, it is possible 
readily to calculate the ratio of heat sent out in the steam to the heat 
in the fuel consumed. This ratio is the boiler efficiency. 


Ficure 1 
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The boiler efficiency may be recorded as shown in figure 1. The 
drop in efficiency for the week ended 10th February is possibly due to 
the employment of a new fireman. The subsequent gradual increase 
in efficiency to around the normal 70% shows the response of the new 
employee to the instruction of his supervisor, and to the graph. Both 
fireman and supervisor would be keen to attain results at least equal 
to those previously obtained. The gradual fall in efficiency after 4th 
May is possibly due to the boiler tubes becoming fouled with soot. The 
graph will provide the supervisor with the necessary incentive to 
arrange for the boiler to be cleaned. 

Preferably the efficiency should be converted to the form of pounds 
of fuel wasted per ton consumed as shown in figure 2, as this means 
of expressing efficiency appeals more to the semi-skilled employees 
firing the boiler. In these graphs different colours of shading represent 
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Ficure 2 
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different employees or shifts. The night, day and afternoon shifts have 
been separated as they may not be comparable with one another on 
account of different loading conditions, but all night shifts are mutually 
comparable, and similarly for day and afternoon shifts. The high loss 
on all shifts during the week ended 24th February is probably due to 
low grade coal supplied. It is to be noted that Fireman Smith is 
consistently high on all shifts, indicating that the supervisor should give 
him some assistance. 

In larger works employing a works chemist, arrangements can be 
made to determine separately the heat lost in the form of unburnt fuel 
in the ashes, and the heat lost up the smoke stack. 

I have not given any details of the engineering calculations required, 
but these are comparatively simple, and facilities at each power plant 
would be considered in determining the most suitable means of obtaining 
the desired statistics. 


Scheme Applicable to Departments Using Electricity or Gas for Heating 
or Power 

By carrying out suitable tests it is readily possible to determine 

the amount of electricity or gas required to produce a certain number 

of articles. The figure so obtained may be called the standard electricity 

or gas consumption for that quantity of production. If the electricity or 

gas to that department is metered separately, and meters read at the 
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end of each shift, the actual consumption of electricity or gas for that 
shift may be determined. The difference between the actual consumption 
and the standard consumption for the production obtained during that 
shift may be plotted on a graph in terms of kilowatt hours or cubic feet 
of gas wasted per dozen or per 100 articles produced, as shown in 
figure 3. This wastage of electricity or gas may be due to machines 
not being worked at maximum capacity, or due to machines being 
allowed to run while waiting for material, or during meal hours, etc., 
such wastage being usually preventable. 


Figure 3 
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Scheme Applicable to Glass Production 

One type of machine used in glass manufacture operates continuously 
in the rolling of architectural and reinforced sheet glass. This machine 
produces an endless sheet of glass, approximately 4 ft. 6 in. wide, at a 
rate of from 180 to 420 feet per hour. From this sheet various stock 
sizes are cut, selvedge edges being wasted on account of having a slight 
wave. The loss of these edges is unavoidable waste, but any other 
waste of glass is the result of either breakage or flaws in the glass, the 
latter possibly due to incomplete fusion of the raw materials, and is 
preventable. 

On each shift a checker submits a report stating the number of sheets 
of the various sizes cut, together with the start and end of shift readings 
of counters which measure the length of glass produced. Each day a 
clerk determines from these sheets the number of square feet of glass 
that it is possible to cut, and also the number of square feet actually cut. 

The ratio of the glass cut to that possible to be cut is expressed as 
a percentage which is the measure of efficiency of that shift. At 10 a.m. 
each day the results for the previous afternoon and night shifts, and 
at 4.30 p.m. the results of the previous shift, ending at 3 p.m., are 
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posted on a graph in the factory. This graph comprises a board, 
approximately four feet square, on which discs are placed under the 
respective shift foremen’s names, and against their respective efficiencies, 
One colour disc is used for progressive averages and a different colour 
for the result of the previous shift as shown in figure 4. 


Scheme Applicable to Safety First Principles 
Statistics can be prepared from each department of the factory 


Ficure 4 
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showing the number of accidents during each week, and the loss of time 
caused thereby. These figures may be suitably graphed and posted 
near the employees’ entrance, so that they are readily visible to the 
employees of all departments. 


Introduction of Scheme 


Before attempting to introduce any of the above types of non- 
remunerative schemes, technical advice should be obtained from those 
in close contact with actual manufacturing processes concerning the 
selection of suitable bases. These bases must be selected with due regard 
to the ease of obtaining reliable statistics and the factors actually 
influencing waste. 

It is also particularly important to obtain the co-operation of 
employees in order to avoid an unreasoned fear of victimisation for the 
less efficient. The employees should be approached with the scheme as 
a means of assisting them to carry out their work by demonstrating 
the effect of any alterations that they may make in the method of 
operating the plant in their care. The less efficient should be encouraged 
to discuss their operating procedure with the more efficient. 
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Provided that such a scheme is introduced with the above points in 
mind, I am confident that there are many factories in which satisfactory 
results can be obtained by the application of similar methods. 





National Security (Capital Issues) Regulations 
By J. A. L. Gunn 


Regulation 20, as amended by Commonwealth Statutory Rules, 1942, 
No. 126, and notified in the Commonwealth Gazette of March 13, 1942, 
now provides as follows: 

“A body, whether corporate or unincorporate (other than a bank, 
a building society, a declared pastoral company or a partnership) shall 
not, without the consent in writing of the Treasurer, pay interest 

(a) in respect of any period commencing on or after March 29, 
1940, on any existing deposit made before that date with that 
body by any person other than a bank 

(i) at a rate higher than the rate of interest on the deposit on 
that date, or 
(ii) at a rate higher than £1/10/- per centum per annum, 
whichever is the greater ; 

(b) on any deposit made after March 29, 1940, but not after March 
12, 1942, with that body by a person other than a bank, at a 
rate higher than £1/10/- per centum per annum, or 

(c) on any deposit made after March 12, 1942, with that body, by 
a person other than a bank, at a rate higher than £1/5/- per 
centum per annum.” 

The regulations appear to be defective, inasmuch as no maximum 

rate of interest is prescribed as regards loans made on March 29, 1940. 

In the March, 1942, issue of The Australian Accountant, attention 
was drawn to the limitation on the acceptance of deposits by bodies 
which are subject to the above interest restriction. Such a body may 
not, without the consent in writing of the Treasurer, accept or receive 
any deposit so that the total amount of deposits held by that body 
(including the deposit then accepted or received) exceeds by more than 
£1500 the amount of deposits held by the body on January 29, 1942. 

The order of exemption published in the Commonwealth Gazette of 
October 14, 1940, exempting from the Treasurer’s consent any mortgage 
or charge given to secure the repayment of loans to a client by a member 
of a Stock Exchange in the ordinary course of his business, has been 
withdrawn by a notice published in the Commonwealth Gazette ot 
March 10, 1942. 





Financial Statements Under War Conditions 
By Pror. S. J. LENGYeL 


War economy affects practically every phase of business life, and as 
the customary financial statements reflect, or should reflect, the ups 
and downs of business conditions they are bound to be affected by the 
same causes likewise. Speaking of war economy, I have particularly 
two prime forces in mind—price fluctuations and dislocations in pro- 
duction and trade. 
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Accountancy is based on values expressed in terms of money, the 
only common quality of all goods and services. But money as an 
economic instrument is in its exchange relation to commodities and 
services unstable itself, prices being subject to fluctuations not only from 
the side of goods, but also from the money side. 

Price fluctuations within moderate limits are a part of our economic 
mechanism and certainly consistent with a healthy state of economic 
life. But in times of war, price fluctuations present a rather one-way 
traffic: they move in the upward direction only. Such a movement is 
inherent in war, which causes sharp increase in the production of war 
materials accompanied by a corresponding increase in the national 
income. Since the demand for war materials is very great, it is necessary 
to curtail the production of other commodities. The prime force of 
price increases, therefore, arises out of the fact that while on the one 
hand the demand for commodities is increasing, the supply available 
for consumption is bound to decrease. Price control, taxation, control 
over instalment selling and savings may prevent the upward price 
movement from degenerating into real inflation, but they hardly can 
stop it altogether. 

Price adjustments on old stocks are, however, hardly possible owing 
to price control and therefore it may happen, and indeed it does happen, 
that the replacement value of old stocks is higher than their selling price 
was, or in other words there may be a profit in terms of money, but 
at the same time there may be a loss in terms of goods. The question 
is justified, therefore, whether in such conditons the traditional form of 
financial statements, based on the premise that the measure of values 
remains reasonably stable, is still an appropriate instrument to determine 
the efficiency of business activities ? 

Statements in units of money have certainly their shortcomings, and 
yet, lacking other standards, accountancy cannot replace money for 
measuring the relative values of commodities and services. We have 
to accept such values as real, being conscious of the fact that financial 
statements cannot claim to correspond strictly with reality. But on the 
other hand in drawing up financial statements the likely course which 
events may take in the future must be a determining factor as well. 
While we have to accept money values as real, we have to give due 
regard to costs and losses related to the war period, which are also real, 
though in many cases they cannot yet be definitely measured. Without 
being exhaustive I mention only some of such features, as for example: 
accelerated depreciation of plants owing to increased use and operation 
by less-experienced personnel on the one hand and deferment of repairs 
a: ' maintenance under pressure of production on the other; disposal 
at ti. end of the war of stocks useful only under war conditions ; re-adjust- 
ment . facilities to peace-time production at the end of the war; 
amortisai. n of cost of plant and equipment useful only under war con- 
ditions; provision for losses on stocks when price movements will be 
reversed at the end of the war, etc. 

Financial statements are always based on some hypotheses and, 
therefore, subject to necessary safeguards with regard to the ultimate 
dispositions of such provisions. All possibilities and probabilities of 
future developments should be recognised when drawing up financial 
statements under war conditions. If that be the case, there are probably 
margins in the valuations offsetting inaccuracies arising from the 
diminishing value of money in exchange of goods and services, thus 
keeping the reality of financial statements within reasonable limits. 
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Depreciation Under the Diminishing Balance System 
By Epcar VIVIAN ARENTZ, A.C.A.A., ETC. 


As a preliminary remark we may stress that there have been so many 
texts and minor articles written upon the general principles of deprecia- 
tion that any present day author would need great temerity in placing 
before readers something further thereon having the pretence of being 
at all original. Then, as accountancy students, we take it for granted 
all are aware of the definition of depreciation, the manner in which 
depreciation arises, the various methods to be adopted in charging depre- 
ciation expense to Profit and Loss Account, the legal aspect of deprecia- 
tion, etc., etc., and this assumption provides scope for brevity in things 
general or commonplace, while at the same time leaving a welcome 
margin for that, in the subject of depreciation, which we hope to outline 
in some adequacy in the following few pages. 

Now as accountants and business experts we will recognise that the 
study of depreciation is Magnum Opus for the specialist. Let us make 
this statement more specific in these words: Practically any business man 
can make some sort of charge for depreciation expense before arriving 
at the net profits relating to his commerce activity, but will such charge 
be a reasonably correct one? Again, any cost accountant can make a 
distribution under the heading of depreciation over the various jobs and 
processes (in a manufacturing concern) for the express purpose of 
ascertaining the true cost thereof, but will such allocation or distribution 
be a reasonably correct one? To be quite honest we are not able to 
answer the questions here, but our advice is to master the cardinal rules 
and the essential theory which apply to the subject of depreciation, then as 
a natural sequence the hard road to field work (all things being equal) 
will supply the required solution—so far as possible—of each and every 
problem presented under the heading essayed. There are several methods 
of charging depreciation for Profit and Loss Account purposes, and 
amongst such we have what are known as the Diminishing Balance 
System, the Annuity System, and the Depreciation Fund System. In 
our definite opinion all three mentioned have received far too scant 
attention (in arithmetical sense of course) by authors in respective texts 
published for the student. Now formulae (where the uninitiated may 
be concerned) put forth without deduction or accompanying philosophy 
is almost worthless, and in turn becomes positively irritating. We say: 
Be familiar with your subject first and then have recourse to books of 
formulae and forms which, from the very fact of your having studied the 
science and so become efficient in all details thereof, assure a medium of 
real indispensable voicing in contemplated efforts. 

In dwelling upon the Diminishing Balance System of depreciation, 
we would state that this method is most useful in the case of Plant and 
Machinery, or such like asset. The demand is that a fixed rate per cent. 
is to be charged against the diminishing balance of the asset each year, or 
period, so that it will be shown at residual value as its revenue earning 
powers wane or cease altogether. The system is entirely equitable inas- 
much as when repairs and minor renewals are light in early periods the 
rate for depreciation is high. On the other hand, when, in later years, 
the repairs and minor renewals are high the rate for depreciation is light. 
In such manner obviously there is an equalisation charge against Profit 
and Loss Account. 

The arithmetical procedure in the above connection is one which 
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radiates simplicity, yet elegance, and the logical conclusion. And these 
are the three great attributes of mathematical science. But we are, of 
course, sceptical regarding the late Sir Isaac Newton’s ability to reason 
out the Mathematics of Federal and State Income Tax if it should be 
possible to resurrect that genius. Some will have it that the structure 
was based upon the theory of relativity, combined with the Hitler Blitz 
creed, and this is quite on the cards too. Then we may have the phrase 
“Greater than Newton” for the originators of the “Laws” contained 
therein. Insofar as the deductions are concerned in our own problem 
of depreciation, there should not be any heartbreaks or confusion after 
the few elementary principles have been exposed. The facilitating log- 
arithmic form adopted in equation is quite simple and candid. But 
should the student (aren’t we all) be not aw fait with the theory of 
auxiliary numbers (or logarithms) he will find short courses available 
on this subject in the various standard arithmetic texts offering. 

In conjunction with Chambers’s excellent seven figure table of 
logarithms, we have the road open for much learning with regard to the 
geometric movement. But it is good for us to remind readers that tens 
of thousands of individuals who have amassed vast fortunes have also 
been (in the majority) very poor computors, which reminds me that 
I like the music of those piano accordion gadgets on the first floor of the 
Department of Taxation in Sydney. In the following, and for the 
problem, we employ the simplest kind of geometric progression. 

Assume that certain plant and machinery having rapid deprecia- 
tive proclivities is purchased for £32,000. The residual value at 
the end of five years is expected to be £1,800. What rate per cent. 
must be charged on diminishing value to meet such requirement? 


Where B: is the residual balance at the end of n periods, and r is the 
rate per unit per period, we have 


Bs = (1 — r)® 
As the residual value at the end of 5 years for every unit, or 1, of 
initial value 32,000 — oan = ‘05625, to five places, we get for the 


problem 
Bs = (1 —r)5 = :05625,r = the unknown quantity. 
To find r (the rate) we introduce the facility of the logarithmic equa- 


tion. This is 
let (1 — r)5 = -05625 
then we get 5 log (1 — r) = log (-05625) 
from which log (1 — r) = log (00022 = T.7500245 
Also the antilog or natural number of T. 7500245 = -562373 
*’. (l—r) = (1 — -437627) = -562373 
r (or the rate) = -437627 = 43-7627% 


Although for algebraical purposes in locating the rate we dealt with the 
unit and rate thereon, in viewing our Ledger Account of the Asset at 
the end of this article there is complete reconciliation at any point therein 
by utilising the common factor 32,000. 

Examine the Account and we see that the first movement is in effect 
(1 — *437627) or (1 — 43-7627 % ), = -562373. Now multiply by the 
common factor and we get -562373 « 32000 = £17,995-936 in sterling, 
and the same figure as disclosed in the account set forth. But it is good 
logic to deduce that (1 — -437627) is merely 1 X -562373. Then take 
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the next step (1 — -437627)2 = -562373  -562373 = -31626339 
= 56°2373% of -512373 and we have, by taking indices 3, 4 and 5, in so 
on fashion, that which the mathematician would feel pleased to designate 
the Geometrical Progression. 

Further multiply 31626339 by 32000 and we have £10,120°429, the 
balance on account at the end of the second period and as shown. Actually 
all respective balances are only 56°2373% of those preceding. By taking 
the first term straight out at 32,000 and the common ratio at -562373 
(but we will omit this first term in demonstrating) the series may be 
shown as hereunder : 


2 = 32,000 * :562373 = £17,995-936 
Bz = 17,995:936  -562373 = 10,120-429 
Bs = 10,120°429  :562373 = 5,691:456 
Bg = 5,691°456 & °562373 = 3,200°721 
Bs = 3,200°721 X ‘562373 = 1,800-000 


These figures are those in the Ledger Account. 
In general application we have 
Bs = (1 — r)®, already worked. 


Very obviously in the above series we have the values as balances of an 
account at the end of from one to five years, but in strict terms of a 
geometrical progression in the order of descendancy we would show: 
First term, or T; = 32,000; T. = 32,000 & ‘562373 = 17,995:936; 
.. +3 Te = 3200°721 & °562373 = 1,800,000. For the definition of a 
geometrical progression: A geometrical progression is a series of terms 
each of which after the first is the equal of the product of the preceding 
term and a common ratio. Thus in the foregoing and in compliance with 
the definition we multiply a preceding term, say, 10,120-429 by C.R. 
‘562373 and the product thereof is the equal of the next succeeding term 
5,691-456. Quite nice. 

Finally, with respect to the. geometrical series we may never use the 
first term as 0, or zero. This will be patent to those whose knowledge of 
the subject is mature. Nor must 0, or zero, be the common ratio for it is 
also clear that out of 0 comes nothing. Multiply, say, 53 by 0 and 
algebraicallythe product is 0, and we get no further in series. Divide 53 
by 0 and the quotient is 0. Fatal in progression work, seeing that the 
function is one of multiplication or division. But if we cannot proceed 
from 0, neither are we able to reach 0 geometrically. However, approach 
thereto may be as near as we might care to go. In the above G.P. with 
the first term 32,000 and the C.R. at -562373, we could never reach zero 
by successive multiplication, but if we kept going, by such method, long 
enough, the closeness thereto would be as desired even if a million or so 
generations had to accomplish that same desire. 
The Skeleton Ledger Account of the Asset is: 
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Dr. Piant and Machinery Cr. 
Year Particulars Amount Year Particulars Amount 
£ £ 

1 ToCash.... 32000-000 1 By Depreciation va peters 14004-064 
_— #41 oe 17995 -936 
32000-000 ” 32000-000 
2 To Balance . "17995. 934 936 2 By Depreciation >) .. +. 7875-507 
— eae = 
17995 -936 17995 -936 
3 To Balance . 10120-429 3. By Depreciation (do.) .. .. 4428-973 
a, ME «oc wa ce ce os. re 
10120-429 10120-429 
4 To Balance . 5691-456 4 By Depreciation (do.) .. .. 2490-735 
¢ ttc ws ewe 
5691-456 5691-456 
5 To Balance . 3200-721] 5 By Depreciation (do.) .. .. 1400-721 
» wmmemice .. .. -. «» -- JORO-OR 
3200-721 3200-721 

6 To Balance . 1800-000 
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Appointments tothe Administrative Branch, R.A.A.F. 


There is an increasing demand for qualified men suitable for 
commissioned appointments in the R.A.A.F. 

In the Administrative Branch, men between the ages of 32 and 50 
years are needed for adjutants, station and unit administrative officers, 
barracks and messing officers, and for intelligence and cypher duties; 
also as equipment, armament and navigation officers. In the specialist 
branches for which men between 21 and 50 years of age may be 
considered, they gre required as engineer officers, radio specialists, signal 
officers, and for duty in the Works and Building Branch. 

Application forms and information regarding conditions of service 
are available from recruiting centres in all capital cities. Completed 
forms with copies of two references and a small photograph attached, 
are to be forwarded to the Secretary, Department of Air, Victoria 
Barracks, Melbourne. 

Successful applicants are enlisted as officer trainees with initial airman 
rank and, after passing through a preliminary conversion training course, 
are commissioned according to their qualifications. 

It is important to note that previous applicants are not to submit 
further application forms. Unsuccessful files are reviewed periodically 
according to categorical variations, and the persons concerned notified 
direct by the Department of Air. Air Board is most appreciative of the 
large number of applications received. It is now urgently requested that 
this effort be sustained, and as far as practicable, intensified. 
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Subjective Appraisal or Objective Fact — Which? 


By R. E. MASKELL, .A.I.C.A., A.F.I.A., A.A.LS. 


This is a question which accountants have failed to face up to squarely. 
The time has come when it must be answered or, at least, considered. 
The outbreak of another world-war has necessitated the rise of quite a 
number of new regulatory bodies. Their functions are important, 
besides having great economic and social significance. Inevitably, 
accounting as a function has taken on new and great responsibilities. 

Of recent years, accountants of the United States of America have 
begun to realise the responsibilities they owe to such bodies as the 
Securities and Exchange Commission. Gradually there is accumulating 
a considerable body of thought on social accounting—a phase of account- 
ing which has to a great extent been neglected in Australia. 

It is of interest to note that after struggling with appraisals for just 
over three years the Securities and Exchange Commission has made the 
following definite statement : “The purpose of accounting is to account— 
not to present opinions of value.” According to Robert E. Healy in an 
article entitled “The Next Step in Accounting,”" “appraisals should 
never be substituted for careful records of cost in the books of account. 
The purpose of books of account is to keep accounts of ‘what happens in 
a business—where values come from, where they go.’” Thus it is clear 
that accountants cannot fully discharge their responsibilities if appraisals 
are substituted for careful records of costs. 


THE PROBLEM OF THE BALANCE SHEET 


Much confused thinking has taken place because many accountants 
have failed to understand the nature of the balance sheet. That complaint 
originates in the common conception of a balance sheet as a statement of 
position, as a valuation statement, or as an indicator of current values. 
This school of accounting thought certainly does not object to the 
disclosure of economic valuations, but it asserts, however, that once 
the appraisals become divorced from the original book entries many 
fallacious results and distortions become evident. Consequently, it is 
thought that the cost convention is the fundamental basis of pure account- 
ing, and this opinion is based on the assumption that an asset used in 
production or distribution is a prepaid expense like rent or insurance; 
balance sheet items (other than cash and its equivalents) are records 
of costs not yet prorated to operations, or deferred charges to operations. 

Once it is clearly understood that book entries do not necessarily 
purport to be representations of economic or present values, much of 
the motive for presenting subjective appraisals instead of objective 
verifiable facts will be eliminated. 


THE OPERATING STATEMENT 


Perhaps the greatest service accounting can offer to the differing types 
of readers desiring information about the financial position or condition, 
is to emphasise the earning capacity of the assets. 

After all, any logical “valuation” process must take into consideration 
the future ability of the enterprise to earn profits. For this reason, 
operating statements are fast becoming more significant than conventional 
“valuation” balance sheets. It is obvious that this procedure will 


l. The Accounting Review—March, 1938, p. 6. 
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provide better information if actual book entries at cost are used as the 
basis. 


Tue Dererrep CHARGE CONCEPT 


Just as it has been suggested that fixed-assets may be viewed as 
deferred charges to operations, stocks-in-trade have been classified by 
Stephen H. Gilman? as “Deferred charges to future income.” It is 
interesting to note that Mr. Gilman views both fixed assets and stocks- 
in-trade as deferred charges to future income. The deferred-charge 
concept is most valuable in that it provides a basis for logical thinking 
about “valuation” problems. 


DISTORTION AND THE OPERATING STATEMENT 

The “Cost or Market” convention is a two-edged device which has 
probably been the means of distorting more profit and loss statements 
than any other accounting practice. As pure accounting does not profess 
to present economic values, but to record the charge and discharge 
relationship, the accountant may adopt the reporting process if he desires 
to give some indication of replacement, realisable or economic values. 

Professors W. A. Paton and A. C. Littleton, in their excellent work 
entitled An Introduction to Corporate Accounting Standards*® have 
aptly indicated the way out by stating, “It is possible to report inventories 
in the balance sheet at cost with a parenthetic showing of the amounts 
of the estimated price change.” 


DEPRECIATION AS AN UNRECOVERED Cost 


Depreciation in contradistinction to depletion and amortisation may 
also be viewed as a deferred charge to operations. In this sense it is an 
unrecovered cost and should be taken into the operating statement in the 
appropriate period. It is related to the central problem of accounting, 
namely, the matching of costs with revenue. Although this “cost” or 
“loss” is acknowledged to be an estimate it is not a pure engineering 
problem, as so often stated. As the modern accountant is concerned 
with the determination of profits, he should not pass over this problem 
so lightly. Depreciation is an accounting problem because it is related 
to the recording of costs. The purpose of the depreciation provision 
from an accounting point of view is not to value the various asset 
accounts—this is the engineering approach and it has influenced greatly 
the present pattern of accounting thought. The purpose of the deprecia- 
tion provision is in order to prorate the cost of fixed assets to revenue 
over a period of time. 

When the cost of acquisition remains unaltered in the books of account 
this basis of proration, although an estimate, is capable of objective 
verification. 

Professor W. A. Paton may be aptly quoted in conclusion. He 
recently made the following observation: 

“On the whole, accounting practice would be tremendously improved 
if “cost or market” as such were thrown in the discard and attention 
were centred on perfecting our methods of accumulating and assigning 
costs,”4 
2. Accounting Concepts of Profit—p. 301. 

3. American Accounting Association, p. 127, 1940. 


4. The Cost Approach to Inventories, p. 307. The Journal of Accountancy, 
October, 1941. 
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Book Reviews 


War Damage Legislation in Australia, by M. Tenison Wood, Butter- 
worth & Co. (Aust.) Ltd., Sydney, March, 1942. 112 pages, including 
14 page Index. Price, 12/6. 

This work deals mainly with the recently enacted National Security 
(War Damage to Property) Regulations. A carefully prepared summary 
precedes the text of the Regulations, and gives a short but comprehensive 
view of the scheme as a whole. The actual text of the regulations then 
follows, with cross references which serve to link up the various provi- 
sions, annotations as to their legal interpretation, and, where necessary, 
with examples showing the effect of the various provisions in practice. 
A very full Index assures quick and easy reference to any point on which 
information is required. 

In a Foreword by Mr. A. W. Coles, Chairman of the War Damages 
Commission, he says that the work is stimulating, and will do much to 
bring about a clearer understanding of these comprehensive provisions. 

Summaries of the War Injuries Compensation Regulations and the 
Civil Defence Volunteers Compensation Regulations are included as 
appendices. 

The work is an important addition to the literature on War regulations, 
and should be very useful indeed. 

A. A. FitzGERALp. 


Locat AUTHORITY TRADE UNDERTAKINGS 


Mr. Herman Finer, D.Sc. Econ., Reader in Public Administration at 
the University of London, is a well-known authority on Local Govern- 
ment. His latest book, “Municipal Trading,” a study in Public Adminis- 
tration, therefore comes as a welcome addition to the Local Government 
Library. The publishers are Géorge Allen & Unwin, Ltd., London. 

The manual is concerned with the local authority administration of the 
four classes of trade undertakings—gas, water, electricity, and transport, 
mainly in England and Wales. In his introduction the author states that 
these account for 80 per cent. of the trade services as measured by annual 
expenditure. He gives some attention to markets, harbours and docks, 
municipal aerodromes and banks. 


MANUAL oF LocAL GOVERNMENT 


Another new publication has been produced in Sydney by the Law 
Book Co. of Australasia Pty. Ltd. It is a new edition of The Local 
Government Handbook by A. R. Bluett. The author is Solicitor and 
Secretary to the Local Government Association and the Shires Associa- 
= of New South Wales and therefore well-known in local authority 
circles. 

Mr. Bluett describes his little book as “a simple and concise explanation 
of the Local Government Act and other acts of Parliament administered 
by Councils, together with an exposition of the law and procedure at 
Council meetings.” 

Containing no less than thirty chapters with two appendices which are 
supplemented by a comprehensive index, this manual should be the guide 
and friend to each and every alderman and councillor in the State. 


W. B. RaInsForp. 
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Correspondence 
BILts oF EXCHANGE 


The Editor, The Australian Accountant 


Sir, 
I have read with interest the very clear and concise report in the March 
issue of The Australian Accountant of a lecture delivered by Mr. Mobbs 
to the N.S.W. Division of the Students’ Society entitled “Bills of Ex- 
change—Some Practical Aspects.” There is, however, one aspect that 
was not touched upon, and that is the very important one (important to 
the drawer) that when Letters of Credit are established in favour of a 
seller they can stipulate for drafts to be drawn “Without Recourse” on 
drawer. Provided that he has complied with the terms of the Letter of 
Credit, the drawer can, under such credits, avoid the complications men- 
tioned by the lecturer in his reference to an unpaid Bill of Exchange. 
The responsibility would then lie betwen the drawee and his own Banker 
who established the Letter of Credit for him. 

It is generally understood that in Letters of Credit where the words 
“Without Recourse” are omitted, the holder has recourse upon the 
drawer, but some forms of Letter of Credit not so marked may give the 
same protection as those marked “Without Recourse,” i.e.—drafts drawn 
on the Bank advising the Credit instead of being drawn on the buyer. 
This, however, is debatable and has never been tested in the Courts. 
Australian Bankers might inform customers that in their opinion the 
drawer is fully protected under such Letters of Credit, but I don’t think 
any of them would give any guarantee on this point. This, at all events, 
has been my experience. 

During the present difficult times, especially in view of the way Shipping 
Companies are contracting themselves out of any kind of responsibility 
or liability, particularly in regard to transhipment, prudent exporters are 
requiring Letters of Credit to provide for drafts drawn “Without 
Recourse.” 

Yours, etc., 
A. J. Fett, a.1.c.A. 


Sydney, 6/4/42. 
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